a 











LAL 

a | WOCIAL INCSCdaTC 

ce and 

Trance. 

» della AN INTERNATIONAL QUARTERLY 

«rot | OF POLITICAL AND SOCIAL SCIENCE 

rem! , VOLUME EIGHT ° FEBRUARY 1941 ° NUMBER ONE 

.ector, 

rary of 

ster of 

A ffairs ed : ° 

States. Conscription of Capital ~ Arthur Feiler ] 

Profes- 

Insti- 

—— The Hermann Goring Works Kurt Lachmann 24 

-rofes- 

‘s, Vi- 

eciion 

ft fiir Lack of Confidence Jakob Marschak 41 

y Di- 

— Expropriation of Alien Property (An Inquiry into the 

_ Sociology of International Law) John H. Herz 63 

erlin: 

ft und 

, Emil Lederer, 1882-1939: II. The Economist 79 

N n- 

tr, of 

State 

! Austria: Guilt and Virtue—II Ernst Karl Winter 106 

—For- 

ewish 

J : 

ies Book Reviews 126 

3erlin | 

 For- 

d Copyright, 1941, and published quarterly by the New School for Social Research, 
66 West Twelfth Street, New York, N. Y. All rights reserved. Contributions 
to SOCIAL RESEARCH may not be reprinted without the permission of the 

nerly editors. Subscriptions, $3.00 a year, 75 cents a single copy; Canadian and foreign 

it the subscriptions, $3.50 a year. Entered as second-class matter May 2, 1934, at the post 

oziale office at New York, New York, under the Act of March 3, 1879. 

= : 








ee an 


EDITORIAL BOARD 


MAX ASCOLI BRONISLAW MALINOWSKI 
ARNOLD BRECHT JAKOB MARSCHAK 
GERHARD COLM CARL MAYER 
ARTHUR FEILER KURT RIEZLER 
ALBERT HALASI FERNANDO DE LOS RIOS 

EDUARD HEIMANN ALBERT SALOMON 

ERICH HULA RICHARD SCHULLER 
ALVIN JOHNSON HANS SIMONS 
ALFRED KAHLER HANS SPEIER 

HORACE M. KALLEN HANS STAUDINGER 
FELIX KAUFMANN LEO STRAUSS 

NINO LEVI MAX WERTHEIMER 

ADOLPH LOWE ERNST KARL WINTER 


FRIEDA WUNDERLICH 


SOCIAL RESEARCH 
is published in February, May, September and Novem- 


ber, by the Graduate Faculty of Political and Social 
Science of the New School for Social Research 


EDITORIAL AND BUSINESS OFFICE 


66 West Twelfth Street, New York, N. Y. 
Dr. Hans Speier, Secretary 
Elizabeth Todd, Managing Editor 
June Nebiker, Circulation Manager 


SUBSCRIPTION PRICE 
$3.00 a year, 75 cents a single copy 
Canadian and foreign, $3.50 a year 








yc 
lic 


va 
th 
ba 
at 
sh 
th 
ex 
to 


“F 
pa 


fre 
tio 
res 


for 
an 
sig 
lac 


tio 
mc 
wa 














ute -¢ ( 


Hi3al 
CONSCRIPTION OF CAPITAL 


BY ARTHUR FEILER 


The Totalitarianism of Modern War 


On THE twenty-third of August 1793, when the coalition of 
European monarchies was advancing upon the borders of the 
young, revolutionary republic of France, the Committee of Pub- 
lic Safety proclaimed: “All France, and whatsoever it contains of 
men or resources, is put under requisition. The republic is one 
vast besieged city. . . . The young men shall go to battle: it is 
their task to conquer; the married men shall forge arms, transport 
baggage and artillery, provide subsistence; the women shall work 
at soldiers’ clothes, make tents, serve in the hospitals; the children 
shall scrape old linen into surgeon’s lint; the aged men shall have 
themselves carried into public places and there, by their words, 
excite the courage of the young, preach hatred to kings and unity 
to the republic.” 

““Tyrtaean words which tingle through all French hearts,” com- 
ments Carlyle. This was indeed a proclamation of levy in mass: 
“From all hamlets toward their departmental town, from all de- 
partmental towns toward the appointed camp and seat of war, the 
sons of freedom shall march; their banner is to bear: ‘Le peuple 
francais débout contre les tyrans.’”’ This was totalitarian conscrip- 
tion of the whole country “and whatsoever it contains of men or 
resources.” ‘The armament industry still played a very insignificant 
part in that time of simple economy. “Iwo hundred and fifty 
forges shall, in these days, be set up in the Luxembourg Garden 
and round the outerwall of the Tuileries to make gun-barrels, in 
sight of Earth and Heaven.” Nevertheless, the whole of the popu- 
lace, men, women and children, and property as well, was requisi- 
tioned. The modern state, the birth of the nation, much more than 
modern economy, engendered the concept of modern war, of total 


war. 
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This fact must be kept in mind nowadays when, for instance, 
we hear Ambassador Joseph P. Kennedy describing in horror and 
fear “‘what happens when war is declared”: “Democracy—our 
freedoms—all become jeopardized. . . . [To give] to the gov- 
ernment the power to take over every person and all property, 
that is to go totalitarian.”! Of course it is, in the sense that a 
total national effort is necessitated. There is no other way out. 
This fact should have been known long before General Luden- 
dorff wrote his book on total war, even in that part of the world 
where the book is little known. Modern war and modern defense 
have to be totalitarian, because the threat itself is totalitarian. One 
must be aware of the compelling need, and one must not be 
afraid of a word. As a matter of fact, in spite of total requisition 
England has certainly not become a totalitarian state in the true 
meaning of the term. England’s parliament and England’s parlia- 
mentary government in this war are proof of that. The great task 
in every country is to prevent the state from remaining totalitarian 
after the war. 

Modern war, that is to say, is by necessity a “war of an entire 
people against another entire people.’’ Consequently every ele- 
ment of vigor of a people at war must be at the disposal of the 
warring state: not only the soldiers, but also the civilian popula- 
tion; not only the people, but also the material elements of 
strength—the stocks on hand, the soil, the productive plants, the 
means of transportation, the monetary and financial apparatus, 
everything. “The entire economy must utilize all its knowledge 
and organizational skill, all its stocks, machines and means of 
transportation, and its connections abroad as well, in order to 
solve the difficult task of satisfying as far as possible and without 
friction every need of the fighting army and of the people as a 
whole.”? This quotation is chosen at random, and many others 

of the same kind could be cited. The unhappy fact is that they 
speak the truth. 


1In his broadcast of October 29, 1940. 
2 Guido Fischer, Wehrwirtschaft (Leipzig 1936) p. 12. 
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CONSCRIPTION OF CAPITAL 3 


Legislation for Conscription 


Responding to this necessity one country after another in the 
present war has enacted laws conscripting men and also conscript- 
ing property. Great Britain long tried to evade the unavoidable. 
The Emergency Powers (Defence) Act, 1939, issued on August 24 
of that year, while increasing the powers of the government, still 
maintained (in Section 1, No. 5) that “nothing in this section shall 
authorize the imposition of any form of compulsory naval, mili- 
tary or air force service or any form of industrial conscrip- 
tion. . . .” She tried in vain. When Mr. Churchill finally became 
Prime Minister a new law (May 22, 1940) confessed that “It has 
become necessary to extend the said powers in order to secure that 
the whole resources of the community may be rendered imme- 
diately available when required for purposes connected with the 
defence of the Realm.” Consequently “the powers conferred on 
His Majesty” include from that day on “power by Order in Coun- 
cil to make such Defence Regulations making provision for requir- 
ing persons to place themselves, their services and their property, 
at the disposal of His Majesty, as appear to him to be neces- 
sary or expedient for securing the public safety, the defence of the 
Realm, the maintenance of public order, or the sufficient prosecu- 
tion of any war in which His Majesty may be engaged, or for 
maintaining supplies or services essential to the life of the com- 
munity.” Similarly Canada, in her National Resources Mobiliza- 
tion Act of June 20, 1940, conscripts all wealth and manpower 
and places them at the disposal of the government. More than six 
years before the actual outbreak of the war Germany had done 
everything necessary to transform her economy into a war econ- 
omy and to conscript men and capital alike. Her people and her 
economy, under Nazi rule, were nothing but adjuncts to the army 
even in peacetime.* But even in Germany a number of new laws 
were promulgated as early as August and September 1939, all with 
the aim of strengthening still further the arm of the government 


* See this writer’s analysis of the National Socialist economy in Fascism for Whom? 
by Max Ascoli and Arthur Feiler (New York 1938). 
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and its absolute control over the whole economy. The Nazis fully 
realize that “a country which understands how to utilize all pro- 
ductive forces of its economy completely for the conduct of its 
war, has an extraordinary advantage compared with its adversary.’ 

The extension of government control is a necessity not only for 
a country at war, however, but equally for a country preparing 
for defense. The United States Congress early recognized this 
necessity, as evidenced by the Act to Expedite the Strengthening 
of National Defense (July 2, 1940) and, even more clearly, by the 
Selective Training and Service Act (September 14, 1940). In the 
latter Congress declares that “In a free society the obligations 
and privileges of military training and service should be shared 
generally in accordance with a fair and just system of selective 
compulsory military training and service.” Section 9 of this act 
also makes definite the authorization previously granted the Presi- 
dent to commandeer privately owned plants, utilities, transporta- 
tion and storage facilities, if necessary in the interest of defense. 
The President is empowered to place orders, and compliance with 
all such orders for products or material is obligatory for enter- 
prises which have produced or can be readily converted to produce 
the goods required. If they refuse to comply with those orders, if 
they fail to give to the United States preference in their execution, 
or to manufacture the kind, quantity or quality of goods required, 
or to furnish them at a reasonable price, then the President is 
“authorized to take immediate possession of any such plant or 
plants and . . . to manufacture therein such product or material 
as may be required. Any individual, firm, company, association, 
or corporation, or organized manufacturing industry, or the re- 
sponsible head or heads thereof, failing to comply with the provi- 
sions of this section, shall be deemed guilty of a felony.” 


The Moral Implication 


The President, addressing the International Teamsters Union on 
September 11, 1940, emphasized very strongly the coincidence of 


*Deutsche Bank, Wirtschaftliche Mitteilungen (September 30, 1939) p. 221. 
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CONSCRIPTION OF CAPITAL 5 


the conscription of men and the conscription of property: “The 
nation . . . is now adopting the principle of selective universal 
training of its young men. On the same principle, no reasonable 
person can object to giving the government the power to acquire 
the services of any plant or factory for an adequate compensation, 
if the owner refuses to make its services available to the defense 
needs of the nation.” These words elucidate the two aims that are 
here actually combined. There are, on the one hand, the direct 
material needs of total war or total preparedness. There is, on 
the other, the normal moral feeling of any “reasonable person” 
which makes it unbearable that in a war the contribution to vic- 
tory consists, for one part of the people, in sacrificing health and 
perhaps life, while the contribution of others may consist in mak- 
ing enormous profits out of the national catastrophe. 

This‘moral implication is indeed so evident that, in principle, 
no disagreement appears possible. Unfortunately, however, agree- 
ment in principle is of little assistance in transferring the principle 
into the reality of life. Two editorials in the New York Times are 
illustrative of this point. “There is,” stated an editorial on Sep- 
tember 15, 1940, “no question of the ultimate right of the gov- 
ernment to commandeer industrial plants when that act is neces- 
sary to perfect the national safety, but .. .” And likewise the 
following day: “The principle that the government must have the 
power to commandeer all resources of whatever kind that are 
vitally necessary to national defense cannot be disputed. But . . .” 
Public discussion of the topic usually follows this same line—con- 
firmation of the principle, followed by a “but.” This corroborates 
the old experience that one who agrees so emphatically “in prin- 
ciple” very often means to disagree just as emphatically in prac- 
tice. In the case of conscription of capital the “buts” vary from 
invocation of the Bill of Rights to the hard-boiled presentation of 
special private interests. Then there is a third “but,” which in the 
eyes of many seems even more important than the principle itself: 
that civilian conscription must refer not only to property but to 
labor as well, thus opening the way to a voluminous discussion of 
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collective bargaining, strikes, wage-and-hour laws and the like. 
What about all this in times of war and preparedness? 


The Two Aims in Conflict 


The reality, disquieting and unsatisfactory as it is, reveals that 
the two aims of conscription of capital—the totalitarian economic 
needs of modern war and preparedness on the one hand, and the 
moral implications of general conscription on the other hand— 
are in irreconcilable conflict with one another, and that in such 
a conflict the economic urgencies of the moment must take pre- 
cedence over the moral demands of the “reasonable person.” 

The logical consequence of the conscripting laws—of their 
spirit and often, especially in England, of their wording—would 
be, for the duration of the emergency, the complete militariza- 
tion, nationalization, socialization (whatever one likes to call it) 
of the entire population, of the entire society, and of the entire 
economy. Requisition of the so-called war industries alone would 
not suffice. Which are the war industries? During the first World 
War the purchasing list of the United States government con- 
tained no fewer than 700,000 separate items—evidence that the 
totalitarian character of modern war transforms every economic 
section, every manufacturing and every agricultural production, 
into a war industry. Totalitarian conscription would place every 
kind of property at the disposal of the government and thus trans- 
form every citizen into a soldier, working like a soldier in obedi- 
ence to the orders of the government, and for no more than a 
soldier’s compensation. 

As a matter of fact, no responsible statesman anywhere thinks 
of such a totalitarian conscription of property. In this country 
Robert P. Patterson, Assistant Secretary of War, proclaimed im- 
mediately after the passing of the law, “Industry need have no 
fear that its plants and facilities will be drafted under the present 
conscription bill. . . . I am confident that the power will seldom 
be invoked. Such authority existed in 1917-18. It was used but 
twice. There is no reason to believe that it will have to be invoked 
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| in the present armament program. . . . No responsible official in 
Washington prefers governmental operation of industrial plants to 
private operation.’’> The situation is the same even in the belliger- 
ent countries. The conscripting bills grant powers and authoriza- 
tions to the government, but the general idea behind these em- 
powering laws is that so far as possible little real use shall be made 


' of the sweeping authorizations. 

The reason is obvious. ‘““The objective of any warring nation,” 
says the foreword to the Industrial Mobilization Plan,® “is victory, 
immediate and complete. It is conceivable that a war might be 

i conducted with such great regard for individual justice and ad- 


ministrative efficiency as to make impossible those evils whose 
existence in past wars is well known. It is also conceivable that 
the outcome of a war so conducted might be defeat. In all plans 
for preparedness and policies to be pursued in event of war it 
must never be overlooked that while efficiency in war is desirable, 
effectiveness is mandatory.” In plain economic terms, when there 
is war or the imminent danger of war, or even simply the neces- 
sity for a sudden and large increase in armaments, every action 
in the economic field must be determined by one predominant 
rule: get the goods. And this all-prevailing necessity cannot be 
| achieved by a sudden complete change of the productive process. 

Significant in this respect is the attitude of an organization call- 
| ing itself the Socialist Clarity Group, within the British Labour 
Party. In the July 1940 issue of its Labour Discussion Notes this 
group advocates radical steps in home policy, including a real 
equalization of permissible personal expenditures, stamping out 
t inefficiency in factories, replacing the profit incentive by subor- 
| dination of the rights of property to the public interest, much 
greater use of requisitioning powers, nationalization of the mines 
and the railways, and the like. But in the August issue of that 
publication the following sentences are to be found: “Various 











5 New York Times, September 19, 1940. 
®U. S. Army and Navy Munitions Board, Industrial Mobilization Plan (revised ed., 


Washington 1936) p. v. 
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extremely radical measures have recently been suggested, such as 
placing the whole population on the same basis as the armed 
forces and distributing to each individual the amount of food, 
clothing, etc., that he needed. In fact such a system of war-com- 
munism could not be introduced without a complete upheaval of 
all existing institutions. First it would cause chaos in the indus- 
trial field, which is at present organized on the supply and demand 
principle. Secondly we must realize that a sudden withdrawal of 
the money incentive from the workers would have serious and 
immediate effects on their output. Thirdly such a measure would 
certainly produce sabotage and revolt by the business class.” These 
beliefs were expressed in a military situation when there seemed 
to be not months but perhaps only hours to prepare the country 
for invasion and siege. The stress nevertheless put upon the money 
incentive—for the workers!—is highly illuminating. 

Such a realistic judgment is completely confirmed for this coun- 
try by the findings of the Senate Munitions Committee in 1934 
and 19357 concerning experience during the first World War with 
regard to the attitude of the owners of capital, the entrepreneurs. 

First, the requisition of a plant does not by itself solve all prob- 
lems of management. As Bernard Baruch declared in his testimony 
before the committee: ‘Every time the question of commandeer- 
ing would be raised, someone would ask ‘Who will run the 
plants?’ The government can draft a man to shoulder a rifle and 
go to the front, but it has no such authority over managers and 
technicians of plants—and in any case the mere process of change 
would destroy efficiency at the outset.” Furthermore, there is the 
problem of what the War Department terms the “know-how.” 
When the government decided in 1917 to build the Old Hickory 
powder plant in Nashville, Tennessee, Pierre Du Pont said, “Our 
company is not only the best equipped for executing the work 
promptly, but is practically the only organization capable of so 
doing.” In such a situation the government had no choice. Finally, 
when there are not enough existing plants to produce the needed 


7 Quotations from Rose M. Stein, M-Day (New York 1936). 











— ee i sll 








~_~ 


— U6aehUcrtFlC O.lUrhrrtllCUClhlUrkhClU 


== CO m= ef 
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armament, the question arises of how to induce capital to invest 
in plant expansion and in new plants. The problem of American 
airplane production gave ample evidence of that difficulty in the 
second half of 1940: ‘““We cannot go to Sears, Roebuck and Com- 
pany and get the planes over the counter. Therefore, we have to 
give orders in one way or another for plant expansion,” explained 
the President. Unless the government does all the investing for 
the public account, private capital—far from permitting itself to 
be conscripted—will demand compensation for the risk that the 
war, and with it the war orders, may end earlier than was ex- 
pected and that the expanded plant capacity would then not be 
needed. Such a risk has to be taken care of “in one way or an- 
other”: the ways are regularly very costly for the state and often 
very profitable for private capital, despite its “conscription.” 

Most of all, to get the goods, as must be done, the “money in- 
centive”’ is still the most potent and therefore, in times of an acute 
national emergency, the indispensable accelerator. There is no 
exception to this rule. It was bluntly confessed in 1918 by Judge 
Gary, then head of the United States Steel Corporation: “The 
manufacturers must have reasonable profits in order to do their 
duty.”® During the first World War this situation prevailed not 
only among the manufacturers but throughout the system: among 
the farmers, for example, who were granted guaranteed minimum 
prices for wheat and pork products when the government wanted 
to stimulate their output.’ Only a little alteration of Cecil 
Rhodes’ famous remark about imperialism is needed in order to 
characterize the actual situation: “Patriotism is all right. Patriot- 
ism plus dividends, and plus good wages, is better.” 


War Profits and the Excess Profits Tax 


The simple truth is that during the first World War no country 
eliminated the profit incentive, and no country is very likely to 


8 New York Times, November 2, 1940. 


® Rose M. Stein, op. cit., p. 182. 
10 Charles O. Hardy, Wartime Control of Price (Washington 1940) pp. 145 and 209. 
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do so during the second. Not even the Soviet Union, throughout 
the twenty-three years of her communist experiment, has done 
away with the money incentive, although she has amply supple- 
mented it with propaganda and with compulsion; piece-work 
wages, shock brigades and Stakhanovism for the workers, and cor- 
responding price policies for the peasants, are proof of this. Ger- 
man National Socialism behaves in exactly the same way. England 
and the United States follow the old pattern. There is no use in 
clinging to illusions; it is necessary to get the goods. A spokesman 
of the War Department admitted this when he declared before 
the Senate Munitions Committee: “I do not know how to take 
the profits out of war and get the material we have to get.” 

In this situation the excess profits tax becomes an imperative 
necessity. If large profits are again likely to arise out of armament, 
preparedness and war, then at least the superfluities must later be 
trimmed off. Even in this respect we must be wary of illusions. 
‘There is more incentive to increase prices—and therefore profits 
—under an 80 percent excess profits tax than there is without it. 
Indeed the main result of such a system is to induce rapid price 
increases to absorb the tax.” Thus again Bernard Baruch before 
the Senate committee. The argument does not seem entirely 
cogent. Why people in such a powerful position that they can 
actually set their prices should be more modest without the tax 
than with it is not easy to see. Mr. Baruch’s statement, however, 
was doubtless based on experience. Nevertheless the excess profits 
tax is the necessary complement to excess profits. If it does not 
satisfy the moral expectations of the moralists, it is certainly 
needed to maintain what is called the morale of the men in the 
street—and in the army. 


Indirect Conscription through the Financial Mechanism 


From the foregoing considerations a very important conclusion is 
to be deduced. An economy which maintains the money incen- 
tive—the profit incentive—remains a consumer’s economy, in 
time of war or preparedness just as in time of peace. The demand 
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of the consumers retains its commanding force over the whole 
economy. It determines the kind and amount of goods and services 
to be produced. It decides the way in which all the agents of 
production, manpower of every kind and capital of every kind, 
can and must be employed. But in a time of national emergency 
j the state as a consumer, in addition to the private consumers, 
assumes an immensely increased importance. Relatively insignifi- 
cant in normal times, endowed with a much greater weight in a 
depression under a policy of public spending, the state in the 
process of preparedness—and all the more so the state in war— 
comes to be the one huge and truly overwhelming consumer. Its 
spending, its real purchasing, consequently becomes dominant in 
the economy as a whole. This indirect but all the more powerful 
commandeering—through buying—is the state’s first but most de- 
cisive means of enlisting the civilian population and private capi- 
tal of the country in its service for the emergency. 

In other words, what is economically accessible to the state, in 
preparedness and war, is the nation’s production minus civilian 
consumption plus liquidation. Upon these three factors—all of 
them taken in their broadest sense—upon their present status and 
their possible changes, depend the nation’s economic strength for 
defense and war, the possible extent of its efforts and the weight 
of the burden which must be imposed upon the people for this 
purpose, even the ways by which these efforts and sacrifices must 
be exacted from the people, and what such an exaction will mean 
in momentary privation or in permanent loss. 

If a country starts with a vast reserve of unemployed agents of 
production, of idle men and idle capital, like the United States 
at the beginning of its defense program, increased production is 
the paramount task. In such conditions the vast demand of the 
consuming state for armaments can long be satisfied by the ex- 
pansion of production, without even tapping the two other 
sources, civilian consumption and liquidation. To the extent that 
expansion of production is achieved, the new consumption of the 
state can be superimposed upon the previous consumption of the 
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people. Armament then assumes the role of “income-producing 
expenditure,” exactly like the earlier deficit spending of the gov- 
ernment, and it can be financed and exacted in precisely the 
same way. 

If such huge idle reserves are lacking, the paramount task of a 
country at war still remains the expansion of production, even 
though diminution is threatened because of the absence of men 
in the army. Unused reserves are to be found in every economy. 
Everywhere there are pieces of land capable of increased cultiva- 
tion. There are plants not in use. There are women, the aged 
and the youth who in peacetime had no part in the productive 
process. There may be prisoners of war. There is the great reserve 
of possible intensification of work, of longer hours for labor and 
of more shifts for capital. There is, finally, the possibility of in- 
tensified production through technical progress, which from an- 
cient times has always found so great an inducement in war. 

For such expansion and intensification the consuming state fur- 
nishes the money incentive first of all simply by placing its orders, 
just as every private consumer does in every private economy. But 
the financial mechanism by which the warring state obtains the 
means to pay for its orders acquires its strongest dynamic force in 
the stage when even an expanded production no longer suffices 
for the satisfaction of both the customary civilian consumption 
and the huge material needs of the state in war. In this second 
stage the restriction of civilian consumption becomes the domi- 
nating necessity. 

The easiest and at the same time a powerfully compelling means 
of enforcing that restriction is found in the method by which the 
state finances its own expenditures. That financial technique con- 
sists in imposing taxes and issuing loans. And taxes and loans 
achieve precisely the two results necessary: they furnish purchasing 
power to the state, and at the same time they curtail the purchas- 
ing power of the civilian population. They cut down the civilian 
capacity to consume and also the civilian capacity to invest. Pay- 
ing taxes and buying war bonds replaces to a corresponding extent 
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the previous civilian demand for consumer and durable goods. 
The demand of the state in war is substituted for civilian demand. 
Consequently, and most important, supply too must change its 
course. Production must adapt itself to the alteration of demand; 
it must transform itself from production for civilian needs into 
production for the state, into production for armaments, for war. 

This, finally, leads to the third stage: to liquidation, to the 
“mining” of the economy. Consumer goods—civilian clothes and 
furniture and what not—are gradually consumed without cor- 
responding reproduction: in individual households, in retail 
stores, in the storage quarters of the wholesale trade and of the 
| manufacturers, everywhere. But the same holds true not only for 
every kind of stocks on hand, especially of raw materials, but for 
every kind of tangible capital as well. Cattle are slaughtered for 
lack of fodder. The soil is depleted for lack of fertilizer. Machines, 
houses, industrial plants, railways and all other means of trans- 
| portation are consumed without being replaced. A long total war 
is a vast process of erosion. It devours real capital. It liquidates 
the capital and wealth previously accumulated in a peace econ- 
omy. It also liquidates that part of a nation’s wealth which con- 
sists of investments or other hoards salable abroad, of foreign 
securities, stocks and bonds, of gold, jewels, transportable treas- 
ures of art, and the like. And to this general clearance sale it adds, 
if possible, newly contracted foreign debts, another form of 
“liquidation.” 

These liquidations explain, among other things, the stupendous 
amounts of war loans which could be issued during the first World 
War and which then seemed to many a miracle: the source of the 
loans was the liquidated wealth, together with that part of the 
current income of the people which was not taken away by taxes 
and could not be spent because of the prevailing scarcity. The 
liquidations further indicate what part of the costs of a war means 
real, lasting impoverishment (which may be augmented by actual 
destruction by foreign armed forces, another kind of liquidation). 
The total costs of the war as indicated by the figures of the budget 
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are by no means identical with these lasting direct losses—not to 
speak of the burden of defeat imposed upon the vanquished, or 
of the indirect consequences of war which, through dislocations 
and disproportions, may be even more devastating than the direct 
losses, as shown for instance in the history of American agriculture 


from 1919 to 1939. Total costs of the war include also the imme- — 


diate economic sacrifices of a people in war: its increased toil and 
its renounced consumption. These are burdens which must be 
borne by a people during the war and which are ended by the end 
of the war. If they are covered not by taxes but by domestic loans 
—constituting “a claim against future taxes and, through these 
taxes, against future production of society’”!1—such domestic loans 
do not represent an additional loss, a burden on the economy as 
a whole, but merely a redistribution of the national income, from 
the taxpayers to the owners of the loans. On the other hand, the 
three sources of a nation’s material war effort—increased pro- 
duction, diminished consumption and liquidation—represent not 
only potentialities but also limitations in the nation’s capacity to 
wage war. There are objective limits for each of the three factors: 
beyond these limits the war effort of a nation cannot be increased, 
and if the enemy is stronger in this respect he will have at his 
disposal an advantage very similar to that of a numerically 
stronger army. But there are also subjective limits to the ability 
and readiness of a particular people to bear all these burdens— 
although before these limits are reached more direct and potent 
means than that of the financial mechanism will be employed. 
And this brings us back to the problem of property conscription. 


Direct Conscription of Property 


The laws for conscripting property are nowhere meant only for 
show. They are an indispensable supplement to the financial 
mechanism which, powerful as it is, would nevertheless by itself 
be insufficient. They have very definite purposes to fulfil, even 


11 Paul Studenski, “The Limits to Possible Debt Burdens” in American Economic 
Review (March 1937) supplement p. 64. 
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though these vary greatly from the high-sounding purposes which 


° are proclaimed for them. 
as . Actual requisitioning of property for direct military use— 
ct ships for commercial and naval use, railroads put under military 
re command—can here be ignored: this is a military not an eco- 
e. nomic procedure. Generally speaking, the power of a government 
d to requisition whatever property it deems necessary in a period of 
" preparedness or war is by no means meaningless. There may arise 
d cases in which it will prove very salutary to add to the economic 
13 incentive the threat of compulsion: against a strike of capital 
e (just as against a strike of men), against a reluctant or unreliable 
5 producer, or against a greedy producer who expects the govern- 
- ment to pay any price he asks. In addition to the threat of con- 
scription, government arsenals and other government producing 
e plants are also valuable for control over prices, costs and quality 
. of the products. 
t Moreover, actual applications of the empowering laws are often 
. found from the beginning. One immediate application is aimed 
. at preventing the desertion of capital, parallel to the prevention of 
1 the desertion of men. No flight of capital into foreign countries, no 
. flight of capital into foreign currencies, is permitted: capital in 
y wartime is imprisoned at home, where it is needed. From this 
y negative prevention it is only a step to positive requisition. For- 


eign securities are then ordered to be registered, and if need be 
t they are sequestered. Foreign exchange, resulting from exports, 
is likewise to be delivered. In both cases the owners are com- 
pensated in domestic money. As a matter of fact the whole tech- 
nique of a managed currency has been so widely used and so 
highly developed during the last decade that it is hardly discussed 
any more; it has come to be considered quite normal peacetime 
behavior. But during a war it may prove its effectiveness and its 
importance even more than before. The management of foreign 
exchange can easily be developed into an actual foreign trade 
monopoly, which may render invaluable service to the country at 
F war in attaining complete control also of raw materials, for shift- 
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ing them from civilian to armament production, from domestic 
use into production of exports and the like. This leads directly 
to the second immediate application of the empowering laws: the 
general application of an embargo on exports, either for materials 
and finished goods important for armament, or for all exports, 
with the subsequent issuance of licenses in special cases—a _ pro- 
cedure which may easily be made use of for political preferences 
as well. This means has also become well known in foreign trade 
policy since 1929—a period in which government regulation of 
imports and exports illustrated in interesting fashion that eco- 
nomic nationalism is even stronger than property rights, especially 
if it is at the same time utilized as a protectionist subsidy for 
special properties. 

Most of all, the authorizations of the conscripting laws must be 
used to prevent bottlenecks from playing a devastating role in a 
preparedness or war economy. Scarcity may arise in particular 
fields, even at the start of rearmament. The existing plants may 
prove insufficient for the production of special armament goods 
superimposed upon normal private demand; or the tools or raw 
material or skilled labor for their manufacture may become scarce. 
In such situations the mere placing of the armament orders does 
not suffice to make sure that the state will get the goods. The first 
and necessary step out of such a bottleneck is the establishment of 
priority for the state, “requiring persons with whom naval and 
army contracts and orders have been or are placed, to grant 
priority for deliveries pursuant thereto over all deliveries for 
private account or for export.”!* This is indeed only mild inter- 
ference; it even protects the manufacturer from the complaints 
of private or foreign customers. But very often it will be only the 
beginning. War may create scarcity in a great many other fields. 
If there is a scarcity in mass necessities the rich must be prevented 
from bidding up their prices. And such regulation may become 
necessary for a whole line of commodities, since the well-to-do 
are able to substitute more expensive goods of the same line, one 


12 United States Priority Decree of October 22, 1940. 





—s—lCr/ ~ 


th 


1 
So 





— 
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ic after the other. Marie Antoinette’s “Let them eat cake” is an 
y illustration of what might happen in the emergency of a blockade, 
e for instance. A simple laissez-faire theory might argue that it is 
Is the function of the price-mechanism to take care of any scarcity 
S, by restricting demand through rising prices, thus adapting it to 
)- the scarcity in supply. But this is exactly the procedure which will 
Ss not work in a besieged fortress: when stocks of food are insuff- 
e cient every inhabitant must get his share, not only the few who 
yf can pay any price. Otherwise the enemy would soon be able to 
)- invade the fortress, through just this bottleneck. 

y Thus in the emergency of rapid rearmament, and even more so 
r in that of war, it would be illusory to trust the financial mecha- 


nism alone. It cannot be trusted for satisfactory regulation of the 
e flow of goods. And it can be trusted still less for a satisfactory 
a solution of the problem of prices. Even if fiscal inflation is 
r avoided, there remains the possibility of private credit expansion, 
y augmented by increased velocity of circulation. But, quite aside 
s from that, in the bottlenecks, in the fields of special scarcity, dis- 
v proportionately rising prices can develop long before the stage 
% of full employment of the whole economy is reached.'* And the 


s expectation of further price rises, speculation and fear, resulting 
t in hoarding and in the flight of money into tangible goods, can 
f easily accelerate this process and spread it over larger and larger 
1 areas of the economy. This was the experience of the United 
t States during the war of 1917-18. But it was also her experience 
r in the peaceful year of 1937, in spite of the large reserves of idle 


- men and idle capital existing at that time. The outcome may be 
s “violent price disturbances and distortions with harmful—fre- 
: quently disastrous—consequences both for the war effort and for 
the post-war business readjustment.”’!* 

Wild price rises not only greatly increase the costs of the war; 
they affect different members of a society in a very different way: 


A Vv = e 


18 See Arthur Feiler, “Adjustment of Prices and Costs as a Means of Stabilization” in 
Social Research, vol. 6, no. 2 (May 1939) pp. 207-21. 
14 Charles O. Hardy, op. cit., p. 4. 
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not all incomes rise equally, and the value of savings and the bur- 
den of debts are greatly changed. Consequently, if the bottlenecks 
become narrower and narrower, if the establishment of priorities 
does not suffice, it becomes increasingly necessary to employ 
stronger means for steering a war economy, in addition to fiscal 
policy. Registration, sequestration, public administration, price 
fixing and ultimately public distribution are the methods that 
offer themselves in sequence. They may apply to daily mass neces- 
sities like food or fuel, distributed at fixed prices through food 
cards or some other method of rationing. They may apply to raw 
materials, machines and tools, thus requisitioned for the war. 
They may apply to labor, to one kind of skill after another and 
finally to labor as a whole: wage rises may be made difficult or 
completely forbidden (often to the advantage only of the em- 
ployer), labor turnover be impeded, the hiring of labor be made 
conditional upon special licenses; at the end labor may be totally 
conscripted. The stronger methods may also apply to money 
capital, which can be barred from investment in civilian produc- 
tion or forced into investment in war production or in the war 
loans of the state. They may apply to real industrial capital, 
whether it is regulated indirectly through the rationing of raw 
materials, labor and credit, or directly through compulsory car- 
telization, compulsory mergers and finally complete subjugation 
to government orders. 

The extent to which such measures may be employed is by no 
means uniform for all countries in war. On the contrary, it de- 
pends on the particular situation of a particular country. It de- 
pends on the actual necessities imposed upon a country by the 
war, or rather on the relation of these necessities to its potential- 
ities, which determines the bottlenecks. Nevertheless, the possi- 
bility of such a conscription of property—and of the civilian 
population—is given by the authorizing laws. And to the extent 
that it is used, it is unquestionably a real conscription. It pre- 
vents the owner of capital from using it in the most profitable 
way otherwise possible. Be he an industrialist, or a farmer, or a 








——— 


CONSCRIPTION OF CAPITAL 19 

Ar- merchant with stocks on hand, or simply the holder of a bank 
ks account, he is compelled to cooperate—just as is the worker 
ies whose price is his wage and whose capital is his skill and his 
oy manual strength. Ultimately this conscription of property can be 
val brought to a point where it is no longer easily discernible from 
ce nationalization, that is from a de facto, though not a de jure, 
at nationalization. National Socialism has taught us this lesson very 
es- impressively. The outer form of nationalization is not necessary 
od if all the real aims of nationalization can be attained just as well or 
LW even better by piecemeal requisition. If every single activity of a 
ar. property owner concerning his property is so completely regulated 
ad that he has only to obey orders, then the effect is actually or nearly 
or the same as that of direct nationalization. The whole concept of 
m- capital and property may become ambiguous, equivocal and finally 
de utterly meaningless through totalitarianism. And modern war is 
ly totalitarian. 
cy 
iC Unequal Justice under War Law 
ar In spite of all this, there remains the conflict between the aims 
il, proclaimed and the hard reality, between the theoretical possi- 
wW bilities and their actual materialization. There is no equality of 
ir sacrifice in the conscription of men and the conscription of prop- 
mn erty, for even a very far-reaching conscription of capital must still 

maintain the money incentive in order to maintain the incentive 
10 for production. After all, direct conscription is not an economic 
e- but a police method. And the police (even in the totalitarian 
e- states, where their strength is multiplied by the concentration 
1€ camps and the firing squads of a Gestapo) are not agents of pro- 
1- duction, they cannot deliver the goods. Again, “The manufactur- 
i- ers must have reasonable profits in order to do their duty.” 
n Generally speaking, it is infinitely easier to commandeer the 
it men in the army than the civilian population at home, even with 
e- the threat of “work or fight.” And again, it is infinitely easier at 
le home to conscript people than it is to conscript—effectively— 
a capital. It is easier to conscript the laborer than the entrepreneur, 
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so far as their work is concerned. It is even easier to regulate wages 
than prices, so far as their reward is concerned. Besides, the mobil- 
ity of capital provides a greater opportunity for making profits 
and avoiding losses through the war—just as tangible capital can 
protect itself against the devastating consequences of an inflation 
and can even utilize it to make great profits—with the result that 
war and inflation highly increase the power of big capital. It is 
necessary to understand these realities to prevent one’s social con- 
science from being beguiled by the unrealistic words, the hollow 
phrases and slogans, which every war produces in such profusion. 

There was after all ample opportunity to learn something about 
all these problems during the first World War. Much could have 
been learned particularly from the experience of Germany, be- 
cause Germany as a result of the blockade was really “one vast 
besieged city,’ compelled to employ the most far-reaching con- 
scription of people and of property for the war. That was German 
“war socialism.” In the beginning there was real and widespread 
enthusiasm for this seemingly new economic system of war social- 
ism (which might better have been called war mercantilism). 
There was an honest, idealistic belief that this organization of 
scarcity would be maintained in peacetime and that it would bring 
about real socialism, whatever that may be—at any rate a better 
social order. In Germany disillusion came very early. Opposition 
developed among the conscripted capitalists, who wanted to regain 
their freedom to exploit their opportunities and who therefore 
argued for a free economy, although like their colleagues in other 
countries they were highly in favor of state intervention if it meant 
protection and subsidies for them. But opposition developed also, 
and with just as much strength, among all other strata of society 
and among all political groups: in the last years of the war even 
the socialists used the slogan of war socialism only in contemp- 
tuous quotation marks. Parallel with the ideological decay devel- 
oped the actual decay of the system, proof of the fact that the 
objective and subjective limitations to any war effort, discussed 
above, had actually been overstrained. The police ordinances for 
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Zes rationing, for price fixing and for the prescribed use of goods were 
yil- gradually contravened to an extent which can be compared only 
fits with the disregard of prohibition in the days just before repeal. 
an At the end a great part of the conscripting orders existed only on 
on paper, and their only realistic manifestation was a vast bureauc- 
at racy which continued to administer the orders and to expand 
is them, sometimes to absurdity, without being able to enforce them. 
yn- In this country the short participation in the World War ap- 
yw parently did not furnish so much practical experience. Therefore 
n. it was possible for the War Munitions Board not only to be re- 
ut produced in the Industrial Mobilization Plan, but even to be 
ve given a surprising revival in the NRA, when that special variety 
e- of totalitarian compulsory cartelization was supposed to help in 
ist an emergency which was the result not of scarcity but of unused 
n- plenty. Today not much need be said about the Blue Eagle of 
n General Hugh Johnson, under which everyone in American busi- 
rd ness allegedly did his part. When the National Industrial Recov- 
il ery Act was finally invalidated by the Supreme Court it had in 
). reality been long since dead, although without official notifica- 
of tion, and it was now buried without ceremony and without 
ig mourners. 
* When War Ends 
n There is a lesson in all this which will be of great significance 
e when the war is finished. For, premature as all predictions may 
. appear today, one fact can certainly be foreseen even in this early 
it stage: the conscription of property will not end with the war, but 
,, will actually be of immensely greater importance in the ensuing 
y peace. Then, however, the problem will be not to produce the 
1) materials for war and defense, but to distribute their burdens, 


and at the same time to satisfy the unclear yet vehement desire of 
- the masses of people returning from war or compulsory military 
service for a better economic order with greater social justice. 
Then the choice will have to be made between a technical “or- 
ganization” resulting only in a growing state capitalism, with the 
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war trend toward totalitarianism maintained in peacetime, or an 
economic policy which will in truth raise the standard of living 
and increase the opportunities and freedom of the underprivileged. 

It is quite possible that the unclear desires of the masses will 
again be cheated by the slogans of the enthusiastic organizers who 
are always ready to mistake the means for the ends, and who are 
blind to the simple fact that organization as such, organization in 
capital letters, organization in quotation marks, can mean any- 
thing and is very likely to result in the opposite of what they in- 
tended to achieve, unless it is decided beforehand whom it is de- 
signed to serve—unless it is truly organization “of the people, by 
the people, for the people.” 

Strong tendencies toward a purely technical “organization” 
doubtless exist. It seems so simple to continue in peacetime the 
economic organization of the war. It appeals to our “technical 
age,” although that notion is amazingly refuted by the new polit- 
ical fanaticisms, giving proof of the real strength of irrational 
emotions. It appeals to engineers who look at society as nothing 
but a machine, who do not see the human beings behind the 
cogwheels, who know nothing of economics. Most of all it appeals 
to the desires of those who think of themselves as the coming 
operators of such a vast apparatus, to their expectations of great 
monetary gains, to their ambitions, to their lust for power. 

Such tendencies find further important support in the growing 
strength of organizations of vocational groups. The reasons and 
justifications for their development’ cannot be discussed here. 
They may be taken for granted, but one possible danger in their 
development, often overlooked, has been brought into the fore- 
ground especially by the German experience. These vocational 
group organizations can weaken the democratic state by setting up 
an additional allegiance, and can easily be utilized for the frame- 
work of totalitarianism by a prospective dictator. When Hitler 


18See Arthur Feiler, “Democracy by Class and Occupational Representation” in 
Political and Economic Democracy, edited by Max Ascoli and Fritz Lehmann (New 
York 1937). 
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came to power he had to do very little but remove the leaders of 
these vocational bodies—industrial associations, farmers’ associa- 
tions, trade unions and the like—and replace them by his party 
men, to establish at one stroke his social-economic machinery. 
This will-o’-the-wisp of a misinterpreted war socialism was one 
factor which helped give rise to Bolshevism, Fascism and National 
Socialism—state capitalisms, all of them. The same discussions 
which we hear in several countries today about the desirability 
of continuing this war socialism after the war were held during 
the first World War, with exactly the same arguments and nearly 
the same words. Is it really the fate of humanity to repeat con- 
tinually not only the horrible mistake of war but also the mis- 
takes in its aftermath? It ought not be. But if we are to do better 
we must understand, even this early, that what counts is not the 
means but the ends for which the appropriate means are to be 
employed. “Organization” is not important. But to overcome pov- 
erty and insecurity, the causes of the degradation of men, to raise 
production and mass consumption, to achieve more equality in 
the distribution of income and wealth and thus to lay the founda- 
tion for a better freedom—these are important. For these it is 
worth while to conscript capital, wealth, property, when war ends. 
The war is a social and economic world revolution. This may 
still sound “radical” to some: they will find the truth of it later, 
by experience. But it is worth noting that none other than Wen- 
dell Willkie, in one of his speeches during the presidential cam- 
paign,’® proclaimed that “America must have a peaceful revolu- 
tion.” And in pleading for “again releasing the energies and the 
abilities and the initiatives of its millions of citizens,” he added: 
“The society that you and I grew up in—the society of excess 
profits for some and small returns for others, the society in which 
a few prey upon the many, the society in which a few took great 
advantage and many took great disadvantage—must pass.” 


1€ New York Times, October 19, 1940. 
Epitors’ Note: This article has been prepared in connection with the Peace Re- 
search Project of the Graduate Faculty. 





THE HERMANN GORING WORKS 


BY KURT LACHMANN 


‘Lee history of the Hermann Goring works is one of the epics 
of industrial empire building. But it offers a new variation on the 
old theme, since not a rugged individualist but a modern tyrant 
has been its builder. Some may ask if it is not really a form of 
state socialism in action. The answer depends upon one’s analysis 
and interpretation of the whole Nazi system. In my opinion the 
development of this empire bears more resemblance to the amass- 
ing of lands and fortunes by the feudal lords of the seventeenth 
century. It is a system in which extreme order and anarchy coexist, 
in which the powerful seize the fruits of the day and call it law, 
in which the rationalization of power and the irrationality of the 
powerful blend in a strange mixture. 

The German state, to be sure, has owned and directed public 
enterprises for a long time.’ The first World War and its aftermath 
increased the industrial holdings of the Reich, and the great de- 
pression, by necessity, made further additions. On March 31, 1938, 
according to official statistics,? the federal government and the 
individual states owned 331 corporations with a nominal capital 
of 2,037 million marks. Of this total, public utilities accounted 
for 604 million marks, mines (mainly coal) for 306 million, the 
holding company Viag (Vereinigte Industrie-Unternehmungen 
A.G.) for 352 million, settlement companies for 206 million, 
shipyards for 88 million and nitrogen plants for 31 million. In 
addition were the railways with a capital of 17 billion and the 
postoffice with a capital of 2.3 billion. Moreover, the German 
municipalities, as of March 31, 1936, owned enterprises with a 
total value of 1,553 million marks, transportation companies ac- 


1For a complete history of German state-owned enterprises up to 1931 see Hans 
Staudinger, Der Staat als Unternehmer (Berlin 1931). 
2 Frankfurter Zeitung (January 7, 1940). 
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counting for 642 million, public utilities for 544 million, settle- 
ment companies for 118 million, industrial enterprises for 47 mil- 
lion and holding companies for 185 million.® 

In comparison with their holdings in other economic sectors, 
the federal government and the states owned relatively small frac- 
tions of the iron ore mines and the iron and steel industries. ‘To 
. the arsenals of imperial Germany, which were transformed into 
. peace industries under the republic, a few victims of economic 
. conditions were added during the period after the first World 
f War. Among these were the Rheinmetall (Rheinische Metall- 
P waren- und Maschinenfabrik A.G.)—the only heavy-gun factory 
permitted by the Versailles treaty—and, at the end of the depres- 
d q sion, the Borsig Werke A.G., a leading locomotive and heavy 
, machinery factory in Berlin. A large part of the capital of the 
’ Vereinigte Stahlwerke A.G., the greatest German steel trust, which 
, the Reich had taken over in adjustment of credits during the 
| crisis, was “reprivatized” by the Nazi government in compensation 
, for the decisive help given by the steel industrialists to the Nazi 
Party in its time of direst need. 
The armament race started by Hitler in 1934 led to a full use of 
German steel-producing capacity by 1936. Crude steel production 
| rose from 7.2 million tons in 1932 to 19.2 million tons in 1936, 
compared with a former high of 18.5 million in 1929. Because of 
the return of Alsace-Lorraine to France the German steel industry 
had become far more dependent upon foreign iron ores than it 
had been before 1919. Whereas in 1913 Germany produced 60 
percent of her total consumption of iron ore, that proportion 
had shrunk to 26 percent in 1929, without taking into account the 
higher iron content of foreign ores. After the losses of Versailles 
the German steel industry explored the available low-grade ore 
deposits within Germany but it did not see fit to exploit them on 
a large scale since the ores of Sweden, Morocco and various other 
countries were of a much higher quality and since the periods 
of capacity production and of high activity in the iron market 


8 Statistisches Jahrbuch fiir das Deutsche Reich (1938) p. 526. 
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were short. Under the pressure of the Nazi government and its 
war economy, however, the steel industry began to invest more 
capital in the development of the low-grade mines in southern 
Germany, especially in Baden, where twelve mines were opened 
by the Vereinigte Stahlwerke, the Gutehoffnungshiitte and Réch- 
ling. The ore production of these mines rose from 180,000 tons 
in 1932 to 2,230,000 tons in 1938. Present production is estimated 
at 370,000 tons monthly.* The deposits in the Salzgitter district in 
Brunswick had been discarded because of the poor quality of 
the minerals. 

The big steel corporations hesitated to go any further in the 
development and use of low-grade ores in view of the uncertain- 
ties of the armament boom and the prospects of future interna- i: 
tional comvetition. So far the steel industrialists had profited c 
appreciably trom the Nazis: they had repurchased the shares of the t 
Vereinigte Stahlwerke at a low price out of the profits of the t 
armament boom, and from 1933 to 1937 the large combines had o 
been able to acquire half a billion marks of investments with v 
funds taken from undistributed profits.® g 
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But a new situation arose, based on a combination of circum- 
stances. Nazi rearmament had stimulated international rearma- 


ment. This, together with the general upswing of the business | st 
cycle, had increased world consumption and brought about a rise 

in the price of scrap iron and strong competition in the purchase C 
of iron ores. The planners of the German war economy, with V 
relative autarchy as their goal, began to fear a coming squeeze. I 
According to an inside story Marshal Goring felt a ‘‘squeeze” of Oo 


a different nature. He had run into huge debts again, as a result 
of his fabulous expenses, and the amount was too large to be 
settled by his friends. Hence the creditor banks proposed that he 
give his name to a new corporation which was to engage in the 
mining of iron ore, while they would write off his debts in return 
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“German Industrial Conflict” in Iron and Steel, vol. 13, no. 9 (May 10, 1940) 


pp. 283-84. ¢ 
5 Deutsche Bank, Wirtschafiliche Mitteilungen (1939, no. 2) pp. 40-41. Vi 
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for his “goodwill.” All arrangements had been made among 
Schacht, the banks and the steel industrialists when suddenly, to 
the complete surprise of all concerned, Go6ring, as the leader of 
the Four-Year Plan, announced the compulsory amalgamation of 
4 the Salzgitter mining rights (by a decree of July 23, 1937) and, 
two days later, the formation of a corporation which was not only 
to mine ores but also to build coke ovens and complete steel works. 
It was named the “Reichswerke A.G. fiir Erzbergbau und Eisen- 
hiitten ‘Hermann Goring,’” and the initial capital paid in by 
the government amounted to 5 million marks. This action of 
Goring’s seriously undermined the position of Reichsbank Pres- 
ident Schacht, for it overruled his authority and weakened his 
prestige, and at the same time it challenged the steel men in their 
| own field. Backed by the legislative and financial power of the 
totalitarian state, G6ring had settled his own problem as well as 
that of war economy in contradiction to the advice and the interest 
of the leading bankers and industrialists. One year later Goring 
) was to declare triumphantly that he would make his works “the 
greatest industrial enterprise in the world.’* To the general 
public, however, the Hermann Goring works were represented 
at first as an instrument for closing a gap in the economy of 
self-sufficiency. 

On the basis of the above mentioned decree the Hermann 
Goring works acquired mining rights near Salzgitter from the 
Vereinigte Stahlwerke, from the Ilseder Hiitte and from some 
smaller companies in exchange for an undisclosed amount of its 
own shares. By virtue of the same decree it acquired the Palatinate 
ore deposits from the Bavarian Berg-, Hiitten und Salzwerke A.G. 
—owned by the state of Bavaria—from the Luitpoldhiitte and 
from the Maxhiitte; the latter’s properties had been developed 
by the Ruhr industrialists with considerable investment. The 
Hermann Goring works then proceeded to buy a number of sub- 
sidiary industries, such as quarries near Salzgitter, gravel pits in 
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*Remark made to Marshal Balbo, cited in the semi-official publication Der 
Vierjahresplan, vol. 2, p. 515. 
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the Harz Mountains, deposits of refractory materials in the Upper 
Palatinate, lime kilns in Bavaria near Regensburg.” 

The production plan of the Géring works provided for the im- 
mediate exploitation of three open-cut iron ore mines, the con- 
struction of the iron and steel works, a new workers’ town— 
ultimately to have a population of 150,000—a railway yard, a 
harbor, and a canal more than ten miles long, connecting with 
the Mittelland-Kanal. The first iron and steel plant, the Hiitte 
Braunschweig, near Bleckenstedt, was to consist of one coke oven, 
eight blast furnaces, one Thomas steel works, one rolling mill, an 
electrical plant, laboratories and other equipment.’ The first pro- 
duction goal was set at 9 to 10 million tons of ore by 1940, of 
which the Ruhr works were to treat 6 million tons and the Goring 
works 3 to 4 million tons. The ultimate goal was set at an ore 
production of 21 million tons, of which 15 million were to be 
treated in the Goring works, with an expected yield of 4 million 
tons of crude steel. The opening up of the deepest pitches was | 
to take from four to six years. 

In 1938 the ore production amounted to 403,000 tons.® The first 
two blast furnaces began operation in the fall of 1939.1° The coal 
was to be brought from the Ruhr district by waterway, on barges 
which on their return trip were to haul iron ore to the furnaces 
of the Ruhr. At the beginning, however, the Géring works seem 
to have added considerable freight to the already overburdened 
railways. The expected saving in freight costs for delivery of mill 
products from the Goring works to central Germany and Saxony, 
in comparison with the costs of steel from the Ruhr, was estimated 
at 10 percent of the product price. 

The Salzgitter ores contain a high percentage of silica (20 to | 
30 percent) and of phosphorus (0.02 to 0.15 percent) and a rela- | 
tively small lime content (3 to 5 percent), a combination which 


7 Hans Ilau, “Die Reichswerke A.G. ‘Hermann Goring’” in Die Wirtschaftskurve 
(1938, no. 7). 

8 Der Vierjahresplan, vol. 1, p. 667, and vol. 2, pp. 514, 515, 518. ( 
®Iron and Steel (May 10, 1940) loc. cit. 

10 Deutscher Volkswirt (October 27, 1939). 
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er makes their fusion difficult. Max Paschke and E. Peetz developed 

a special smelting process which was first put into large-scale opera- 

m- tion at the Corby steel works in England by H. A. Brassert, con- 

n- sulting engineer of Chicago. The technical organization of the 
— Goring works was entrusted to this same American engineer. 

a Whereas the Goring enterprise had originally been described 
th as intended to become an addition to the German iron ore econ- 
te omy, it soon spread out into many different fields with all the 
n, characteristics of a vertical trust. In previous German experience 
in the only analogy to its development would be the extraordinary 
o- growth of the Stinnes trust in the days of inflation. But while 
of Hugo Stinnes expanded against the intentions of the state, though 
1g j with the help of the state-made inflation, the Goring trust is 
re backed by the party-state itself. In contrast to an organically built 
De up combine such as the Ford works, which acquired its properties, 
mn both in the United States and in foreign countries, in order to 
AS | control the lines of production from raw materials to the sale of 

) _ the finished products, the Gédring combine expanded inorganically 
st —for the sake of power. 

al It not only reached out for coal but invaded the manufacturing 
2S field, the sphere of oil production, the transportation and com- 
>S mercial business. The dynamics of its leaders, Géring and his 
n directors, drove it into ever stronger competition with big steel. 
d : With the help of assessments on private industry and public re- 
1 sources its capital was raised from 5 million marks to 400 million 
I, marks in 1938. Thus it came to rank third among the German 
d stock companies, following the I.G. Farbenindustrie (720 million 

marks) and the Vereinigte Stahlwerke (460 million). Only one of 

0 | the nine members of its board of directors belonged to private 
- industry. 

i Its great opportunity came with the division of the spoils after 


the conquest of Austria. The G6ring trust knew how to protect 
itself against any undesirable competition from compatriots. While 
German private capitalists were excluded from any marauding 
expedition by the imposition of licenses for all property deals, the 
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Goring trust established a branch at Linz, a month after the entry 
of the German troops. The expropriation of Jews and of Austrian 
state properties made the way easy. In Austria and later in Czecho- 
slovakia, the Géring works became heir to the Rothschilds and 
many others as well. To some extent this expansionist trend may 
have been favored by the fact that diminishing returns were ex- 
perienced by all German iron works in 1938-39, because of the 
enforced use of low-grade iron ores, while profits increased in 
the manufacturing end of the vertical combines."! This trend 
continued through the winter of 1939-40, with some plants using 
as much as 50 percent of low-grade iron ores.’? Yet it had been 
the declared purpose of the creation of the Hermann Goring works 
to push just this unprofitable line of business. 

The economic conquest of Austria began with the liquidation 
of the central bank, the Oéesterreichische Nationalbank, whose 
shares were largely owned by the Rothschilds. As a result of the 
banking crisis of 1931 the Nationalbank held the majority of the 
shares of the leading private bank, the Oesterreichische Creditan- 
stalt-Wiener Bankverein, which in turn owned considerable 
blocs of shares in most of the Austrian industries. Viag, the hold- 
ing company of the Reich, acquired the majority of the Creditan- 
stalt shares, and from there a collection of the best industrial 
issues was shifted to the Goéring trust.1* Though most of these 
blocs represented only minority holdings of the respective corpora- 
tions, the latter, because of the difficulty of adaptation to the new 
economic conditions and the resultant need for credits, together 
with the expropriation of Jewish wealth, were soon brought under 
the complete control of the Goring enterprise. Thus it acquired: 
the leading automobile and former arms manufacturer of Austria, 
the Steyr-Daimler-Puch A.G.;1* the Danubian shipping company, 


11 Frankfurter Zeitung (December 24, 1939), and Deutsche Bank, Mitteilungen 
(1939, no. 2) loc. cit. 

12 Frankfurter Zeitung, cited by New York Times, September 15, 1940. 

18 Karl Schattendorn, “Konzern Hermann Goring Werke” in Der Wirtschaftsring 
(December 23, 1938). 

14 Deutscher Volkswirt (October 6, 1939). 
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Donau Dampfschiffahrtsgesellschaft A.G.; the largest railroad car 
factory, Maschinen- und Waggonbau Fabrik A.G. Simmering, 
' with many holdings in other Austrian machinery and bridge 
| building companies; the building company, Bau A.G. Negrelli; 
the special-steel works, Steirische Gusstahlwerke A.G.; the light 
machine tool factory, Pauker Werke A.G.; and minority blocs in 
the special-steel works, Feinstahlwerke Traisen A.G.° Further- 
more, the Go6ring trust obtained shares in one of the largest 
European magnesite mining companies, the Veitscher Magnesit- 
werke A.G. (three-quarters of its capital was then still in the hands 
of the French de Wendel group), and 14 percent of the capital of 
the largest Austrian iron ore company, the Alpine Montangesell- 
schaft A.G., which was the owner of the famous Erzberg ore 
mountain. 

For decades 56 percent of the Alpine shares had belonged to 
the Vereinigte Stahlwerke, which for reasons of prestige and of 
international policies had maintained and supported that marginal 
holding through years of stagnation and depression. Now, with 
an armament boom in full swing, the Géring enterprise, after 
forcing the hands of the steel trust at home, entered the directorial 
offices of the Alpine with its 14 percent. At first two representa- 
tives of the Goring trust were appointed to the board, and con- 
tracts were signed for ore deliveries. In March 1939, after a long 
and obstinate struggle, the steel trust had to give in'® and sell its 
Alpine shares to the Goring works; it was even forced to invest 
the money received in a new synthetic oil plant in Westphalia. 
From that moment the Goring trust and the Nazi government lost 
all interest in the low-grade ores of Baden which the steel corpora- 
tions had developed at the instigation of the government.!” The 
idea of building steel works close to these southern ore deposits 
was similarly dropped. This was the second victory of the Goring 
combine over the big steel men of the Ruhr. Its aim had become 


15 Der Wirtschaftsring (June 9, 1939). 
16 Ibid. (March 10, 1939). 
17 Iron and Steel (May 10, 1940) loc. cit., pp. 285 ff. 
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apparent: not so much to make Germany self-sufficient in iron as 
to defeat big steel. 

The subsidiary branch of the Géring works was soon amal- 
gamated with the Alpine under the name Alpine Montan A.G. 
“Hermann Goring,” Linz. It is planned to build new steel plants 
and an industrial harbor in Linz, for the production of the normal 
steels, while the Alpine plants at Donawitz are to produce special 
steels.1* An immediate increase in output is expected through the 
utilization of slag. In 1937 the Erzberg had produced 1,870,000 
tons of iron ore, of which 1,500,000 tons had been treated in 
Donawitz, with a yield of half a million tons of crude steel. In 
the first seven months of 1939 ore production reached 1,613,000 
tons. Guido Schmidt, the former Austrian Foreign Minister, was 
appointed manager of the Géring works in Linz, in compensation 
for his betrayal of Chancellor Schuschnigg.’® 

The Géring combine entered still another field of business in 
Austria. It took possession of the oil distributing company Fanto 
A.G. Vienna, and formed the Benzolvertrieb der Reichswerke 
“Hermann Goring” A.G., Vienna. 

The march of conquest continued. Czechoslovakia fell and new 
trophies went to the Goring trust. Half of the lignite mines of 
northern Czechoslovakia—parts of which had belonged to the 
state, others to the Zivnostenska Bank, the B6hmische Handelsge- 
sellschaft, the Nordb6hmische Kohlenwerke A.G., and the Briixer 
Kohlenbergbau Gesellschaft—were either confiscated or bought 
under pressure and then amalgamated into the Sudetenlandische 
Bergbau A.G. under the combined leadership of the Viag and the 
Goring trust, with a capital of 50 million marks.?° On the basis 
of these lignite mines construction was started, in May 1939, on 
the Sudetenlandische Treibstoffwerke A.G., Briix, the largest syn- 
thetic oil plant of Greater Germany. The G6ring trust also ac- 
quired a leading position in the Slovak Danubian shipping 


18 Der Wirtschaftsring (June 9, 1939). 
19 New York Times, January 23, 1939. 
20 Deutscher Volkswirt (November 17, 1939). 
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company,” and later on fused its Danubian shipping interests, 
including Hungarian companies, in the Donau Lloyd.” One of 
the richest prizes in Czechoslovakia was the Vitkovice works, 
owned jointly by the Gutmanns of Vienna and the Rothschilds of 
Vienna and London. These seem to have been acquired in true 
gangster fashion: when the Nazis occupied Vienna they impris- 
oned Baron Louis Rothschild and held him for more than a year 
until he signed away his rights to Vitkovice; the Goring trust 
subsequently took control in June 1939.78 

Also the two leading armament factories of Czechoslovakia and 
of central Europe, the Skoda works and the Brno arms factory, 
fell into the hands of the Nazi government. For a long time 77 
percent of the shares of the Brno works had belonged to the 
Czech state, the rest to Skoda. Skoda in turn was owned by a 
French-Czech group, the French munitions maker M. E. 
Schneider-Creuzot and his Union Européenne holding 45 per- 
cent. After Munich, Schneider-Creuzot was able to sell his shares 
to the Czech government at a good price. He even got his money 
out in time because the Chamberlain government, which was not 
very particular about the sacrifices of small Czech citizens, lent 
8 million pounds to Prague, out of which Schneider received his 
indemnity.** Since the majorities of Skoda and of Brno were in 
the hands of the Czech state, the Nazis had no difficulty in taking 
them over at once after the occupation of Prague.*® Yet even in 
the middle of 1939 their boards of directors still showed a majority 
of Czech names and no direct representation of the Goring 
works,”® though one link might have been discerned in the person 
of Karl Rasche of the Dresdner Bank-Berlin who was also a 
director of the Géring-dominated Sudetenlandische Bergbau A.G. 
21 Siidost Echo (July 28, 1939). 
22 John C. de Wilde, “Germany’s Wartime Economy” in Foreign Policy Reports 
(June 15, 1940) p. 94. 
23 Narodni Politika-Prague (June 22, 1939), as cited by the New York Times, June 
” be ‘Union Européenne und der Osten” in Wirtschaftsdienst (July 7, 1939). 


25. New York Times dispatch from Berlin, March 16, 1939. 
26 Der Wirtschaftsring (June 23, 1939). 
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For a clearer picture of the real leadership of Skoda it is neces- 
sary to turn to neighboring Rumania, before she was occupied by 
German “instructors.” There we find that in May 1940 a metal- 
lurgical firm was established in Bucharest, bearing the name of 
Hermann Goring and representing the great Skoda works.”* At 
the head of the new Bucharest firm is Albert Géring, a nephew of 
Hermann. If the Géring combine has not absorbed the whole 
Skoda works, at least it seems to control the well-paying commer- 
cial representation of Skoda with one of its best customers, the 
Rumanian army. By midsummer of 1940 the same Albert Goring 
and Guido Schmidt, manager of the Austrian Géring works, are 
found on the board of the largest iron and steel works of Rumania, 
the Reshitza iron works.” They. are there as representatives of the 
shares formerly owned by the Brno arms factory, a circumstance 
which suggests that the Goring trust may have won control over 
Brno too. There were certain legal obstacles to overcome before 
these two could enter the directorate of Reshitza, because the 
Czech shares had been syndicalized and deposited with the West- 
minster Bank in London; but, after some diplomatic pressure on 
the terrorized Rumanian government, the Nazis received duplicate 
shares. Incidentally, it may be noted that the antisemitic campaign 
in Rumania, financed by the Nazis one year earlier, had led to 
the ousting of the general manager and chief owner of Reshitza, 
Max Ausschnitt. 

The Reshitza works account for 80 percent of Rumania’s steel 
production and for 50 percent of her locomotive manufacture; 
they own a number of coal, iron and manganese mines, armament 
works and agricultural machinery and bridge building shops. The 
majority of Astra, a Rumanian car and motor works at Brasov, is 
held by Reshitza, the minority by Brno. It may well be that since 
the German “instructors” entered Bucharest they have been instru- 
mental in turning Géring’s minority interest into a majority. 
Through the Brno arms works the Goring trust has also seized 


27 New York Times, May 6, 1940. 
28 Jbid., August 1, 1940. 
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- the majority interest in another Rumanian armament factory, 
y the Copsa Mica metallurgical works. Here too Albert Goring was 
- appointed to the board. 

f We have followed the victorious march of the Géring combine 
t to the southeast. Information about its possible successes in 
f Poland are not available, but we know that the Scandinavian cam- 
e paign of May 1940 added another trophy to its iron glories. The 
Deutsche Zeitung of Oslo reports*® that the Goring works have 
taken over the Dunderland iron ore mines, owned by a company 
of the same name registered in London with a capital of 700,000 
pounds. Property changes in France and Luxembourg have not so 
\ far been publicized, but there has been one indication from Ger- 
many that German pre-1914 owners of industries in Alsace- 
Lorraine will not be reinstated in their lost rights. 

Such has been the progress of the Hermann Goring trust 
through foreign lands toward the goal of becoming “‘the greatest 
industrial enterprise in the world.” It remains to mention what 
it has accomplished at home. 

The first steps have already been described. Part of the further 
expansion was achieved by a redistribution of existing state par- 
ticipation in various industries, all of which were concentrated in 
the Viag. From the Viag the Goring trust acquired, for example, 
the oré fields of the Ilseder Hiitte, and also, in the middle of 1938, 
53 percent of the shares of Rheinmetall-Borsig; thus it entered 
l the armament business proper and became a competitor of Krupp. 
The many participations were concentrated in a 100 million mark 
t holding company, the A.G. Reichswerke “Hermann Goring,” 
; Berlin.*° 
; But the combine still lacked coal, and the nearer the blast fur- 
naces came to completion the stronger became the desire to ac- 
quire some good coal mines, preferably in the Ruhr because of 
the possibilities of reciprocal traffic. The big industrialists of the 
{ Ruhr, though beaten twice before, in Salzgitter and in Austria, 
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2° Tron and Steel, vol. 13, no. 13 (September 1940) p. 465. 
80 Deutsche Bank, Wirtschaftliche Mitteilungen (1940, no. 1) p. 8. 
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did not prove helpful. Therefore the Géring combine turned 
first to the east. In 1939 it took over from the state of Prussia the s 
Preussengrube A. G. (capital 12,000,000 marks), with coal mines \ 
in Upper Silesia.*! The Ruhr mines owned by Prussia could not i 
be integrated because their output had already been allocated to a 
their own new synthetic oil plant, but at the end of 1939 the 
Goring trust acquired the Gewerkschaft Sachsen.** With objects | 
of barter thus in hand it approached the Flick combine, which ti 
produced more coal than it used in its own steel plants, and com- V 
pelled it to trade part of the mines of the Harpener Bergbau A.G., a 
including the Victoria and Herne group and the Prinz Schénaich, n 
Maximilian and Bavarian concessions, in exchange for lignite C 
mines east of the Elbe.*4 tl 
A new vista opened up with the flight of Fritz Thyssen, pres- a 
ident of the board of the Vereinigte Stahlwerke. ‘Thyssen’s deci- Oo 
sion does not seem to have been taken in direct connection with oO 
the industrial struggle—he was on excellent personal terms with Cc 
Hermann Go6ring—but rather because of his general opposition Si 
to the Nazi war policies which, he believed, would lead Germany h 
to disaster. When he refused to return, his properties were confis- re 
cated on the basis of the decree allowing the confiscation of com- Te 
munist property.*4 Consequently the Thyssen GmbH was renamed 
Rheinisch-Westfalische Industrie Beteiligungs A.G., and Gauleiter 1 
Terboven was made its president. This holding company was then N 
transferred to the Goring trust, which thus acquired, besides sev- Pp 
eral manufacturing plants, the coal mines of the Bergbau A.G. b 
Ewald-Kénig Ludwig, Herten in Westphalia (capital 40,000,000 b 
marks).*5> Gauleiter Terboven, advanced to the governorship of h 
Norway after the invasion of May, was instrumental in the addi- e: 
tion of the Dunderland iron ore mines mentioned above. The ti 
disposition of the most valuable part of Fritz Thyssen’s fortune, ir 
81 Frankfurter Zeitung (December 24, 1939). - 
82 Iron and Steel (May 10, 1940) loc. cit. ‘ 
83 New York Times, April 1, 1940, and Iron and Steel (May 10, 1940) loc. cit. 
34 Neue Ziiricher Zeitung (December 15, 1939). re 
85 Jbid. (March 6, 1940). 
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d his shares in the Vereinigte Stahlwerke, has not come to my notice 
e so far. But one thing is certain: the Nazi party-state holds them. 
5 What it had given to the big steel men for their support in destroy- 
yt ing the democratic republic, it took away again under the decree 


against communism. 

It can thus be assumed that the independence which the leading 
: steel trust had retained and which was operative in its administra- 
1 tion and, to some extent, in its general policies, has now vanished. 
- With this development the Goring trust has taken first place 
among the heavy industries of Germany without having added 
much of its own creation. By the time the original Hermann 
2 Géring works at Salzgitter are finished their usefulness, even in 
the autarchic sense, will have disappeared. After its conquests and 
annexations the Nazi Reich of today boasts of a steel-ingot capacity 
of 35 to 37 million tons annually and of an iron ore production 
of more than 32 million tons.** If the Nazis are able to keep their 
] conquests they will probably have no further need for the expen- 
] sive low-grade ores. If they should lose their lands and power, 
however, their iron and war economy will, it is to be hoped, be 
replaced by a type of economy that is more peaceful and more 
rational. 
| To classify the Hermann Goring trust as simply another Ger- 
man state enterprise would not explain very much, because the 
Nazi state differs fundamentally from its predecessors, where 
political power was under public control and where the responsi- 
bility of the administration was supported and checked by a clean 
bureaucracy. Under the rule of the Nazi elite public responsibility 
has been abolished and public property has become, to some 
extent, the hunting ground of the party bosses. The most ambi- 
tious among them, such as Hitler, Géring and Ley, have amassed 
industrial kingdoms in addition to their political castles, Hitler 
in the publishing business, Goring in iron and steel, Ley in 


%6 These figures of the Deutsche Volkswirt, cited by the New York Times of Sep- 
tember 9, 1940, include Austria, Polish Upper Silesia, Bohemia and Moravia, 
Luxembourg and eastern Lorraine. 
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the multicolored assortment of his two Labor Front holding 

companies. H 
The G6ring trust, started as a contribution to the iron sector as 

of German war economy, has become, under the impetus of its Ir 


ambitious leaders, an instrument for absorbing the spoils of terri- 
torial conquest and a weapon against the most powerful group of 
private industry in Germany proper. Its function today is not so v 
much to create new production capacity or to integrate disparate 
enterprises as to wrest the direction and ownership of well- 
integrated properties from the hands of whatever opposition there 
may be. Through this process of elimination conducted by the B 
Nazi party elite there may well arise at the end that “greatest 


enterprise in the world” of which the Marshal has spoken. " 
D 
R 
APPENDIX V: 
V 
The following classification represents the ramifications of the Géring works, in so 
far as information is obtainable. Some of the properties listed may not exist as 
legal entities; some are listed several times, according to the nature of the property. Su 
Reichswerke A.G. fiir Erzbergbau und Eisenhiitten “Hermann Goring’ —400,000,000 se 
marks capital, mostly state-owned; B 
A.G. Reichswerke “Hermann Géring”—holding company, 100,000,000 marks capital, : 
state-owned. 
Properties UNDER DIRECT ADMINISTRATION AND CONTROL St 
Fe 
Ore Mining Vi 
Salzgitter iron mines, from Vereinigte Stahlwerke and Ilseder Hiitte—cERMANY Ri 


Palatinate iron mines, from Bavarian Berg-, Hiitten und Salzwerke A.G. and from 
Maxhiitte—GERMANY 

Alpine Montan A.G. “Hermann Géring,” Linz, formerly Alpine Montangesellschaft RI 
A.G. (Erzberg iron mines)— AUSTRIA 


St 
Raw Materials Other Than Iron Ore M 

Quarries near Salzgitter—GERMANY 
Gravel pits in the Harz Mountains—GERMANY Pa 
Vereinigte Gewerkschaft Schmidgaden-Schwarzenfeld (refractory materials in Upper As 


Palatinate) GERMANY 
Kalkwerke Walhalla (lime kilns near Regensburg)—GERMANY Cc 
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, Iron and Steel 


Hiitte Braunschweig (iron and steel works at Salzgitter) GERMANY 
Luitpoldhiitte steel works at Amberg, from Bavarian Berg-, Hiitten und Salzwerke 


A.G.— GERMANY 
) Iron and steel works at Linz and Donawitz, through Alpine Montan A.G. “Hermann 


Goring,” Linz—AusTRIA 
Building 
Wohnungsbau A.G. der Reichswerke “Hermann Goring,” Braunschweig —GERMANY 


Wohnungsbau A.G. der Reichswerke “Hermann Goring,” Linz—AusTRIA 
Bergbau A.G. Salzgitter (mining operations company)—GERMANY 


Trade 


Vertriebs GmbH der Reichswerke “Hermann Goéring”—GERMANY 

Benzolvertrieb der Reichswerke “Hermann Gorirg,” Vienna, formerly Fanto A.G.— 
AUSTRIA 

Iron and steel trading company, Hermann Goring, Bucharest—RUMANIA 


PROPERTIES CONTROLLED —,THROUGH FINANCIAL PARTICIPATION 
Ore Mining 


Dunderland iron ore company— NORWAY 

Reshitza iron ore and manganese mines (minority participation) RUMANIA 
Vitkovice iron ore mines—CZECHOSLOVAKIA 

Veitscher Magnesitwerke A.G. (minority participation) — AUSTRIA 


Coal 


Sudetenlandische Bergbau A.G. Briix (lignite)—-CZECHOSLOVAKIA 
Preussengrube A.G. in Upper Silesia—GERMANY 

Harpener Bergbau A.G. (in part) in Westphalia—GERMANY 
Bergbau A.G. Ewald-Kénig Ludwig, Westphalia—GERMANY 


Iron and Steel 


Steirische Gusstahlwerke A.G. (special steels) — AUSTRIA 

Feinstahlwerke Traisen A.G. (special steels—minority participation) — AUSTRIA 
Vitkovice works—CZECHOSLOVAKIA 

Reshitza “iron works and domains S. A.” (minority participation) —RUMANIA 


Manufacturing 


Rheinmetall-Borsig A.G., Diisseldorf, Berlin (arms, heavy machinery, locomotives) 
— GERMANY 

Steyr-Daimler-Puch A.G. (automobiles, bearings) AUSTRIA 

Maschinen- und Waggonbau Fabrik A.G. Simmering (railroad cars, machinery, 
bridges) — AUSTRIA 

Pauker Werke A.G. (machine tools) — AUSTRIA 

Astra “I. Rumanian wagon and motor works” (arms, railroad cars, bridges—minority 
participation)—RUMANIA 

Copsa Mica metallurgical works (arms—ownership uncertain)—RUMANIA 
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Industria Aeronautica Romana, through Astra (airplanes—minority participation) 
—RUMANIA 

Sudetenlandische Treibstoffwerke A.G. Briix (synthetic oil) —czECHOSLOVAKIA 

Brno arms works (arms—ownership uncertain) —CZECHOSLOVAKIA 

Skoda works (arms, machinery, automobiles, locomotives—ownership uncertain)— 


CZECHOSLOVAKIA 
Shipping 
Donau Dampfschiffahrtsgesellschaft A.G.—AUSTRIA 


Slovakische Donauschiffahrts A.G.—sLOVAKIA 
Donau Lloyd, amalgamation of Danubian shipping interests—AUSTRIA, SLOVAKIA, 


HUNGARY 
Galati shipbuilding company (minority participation), through Astra and Reshitza 


—RUMANIA 
Building 
Bau A.G. Negrelli—AusTRIA 
Holding 


Rheinisch-Westfilische Industrie Beteiligungs A.G., formerly Thyssen GmbH— 
GERMANY 


(New School for Social Research) 


Autuor’s Note: Since the completion of this article a reorganization of the 
structure of the Hermann Goring works has taken place. According to an Associated 
Press dispatch from Berlin, published in the New York Times of January 18, 1941, 
the Hermann Géring works have been divided into three groups for administrative 
purposes. Mines and foundries form one group, capitalized at 560,000,000 marks; 
munitions and machinery form another group, capitalized at 80,000,000 marks; 
canals and shipping form a third group, capitalized at 12,500,000 marks. Der 
Vierjahresplan is quoted in the same issue of the New York Times as stating that 
the Hermann Goring works are now employing 600,000 workers. 


Epitors’ Note: This article has been prepared in connection with the Peace Re- 
search Project of the Graduate Faculty. 
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LACK OF CONFIDENCE’ 


BY JAKOB MARSCHAK 


As THE armament effort depletes the ranks of the unemployed, 
fills the floor space of factories, threatens to clog the railroad 
tracks with moving materials, people become conscious of one eco- 
nomic danger—inflation. They say, with justification, that if—in 
a time when the nation’s resources are fully used—the consumers 
and the peacetime firms maintain or increase their spending, while 
the production of armaments is also maintained and increased, 
the prices of commodities will rise. Their rise will throw over- 
board all cost calculations, thus favoring the speculator at the ex- 
pense of the carefully planning entrepreneur; will expropriate the 
middle class in so far as it consists of savers or of people with fixed 
money incomes; will penalize the workers, who are usually un- 
able to adjust their incomes to rising prices. Injustice and politi- 
cal upheaval will threaten to frustrate the defense effort. 

Aware of these dangers, leading economists are unanimous in 
asking for measures which can prevent them. J. M. Keynes, who 
has suggested compulsory restriction of British consumption dur- 
ing this war. has found a good many adherents in this country. 
Although in the summer of 1940 he expressed the view that 
American productive resources are too large to make the Keynes 
plan really necessary in the United States,? present opinion here is 
less optimistic, concerned as it is with dangerous bottlenecks, with 
obstructions to a smooth development of the armament program. 
The mere number of the unemployed does not tell the tale: not 
all, not even a large part, of the idle men and machines happen 


1 This article was first drafted in the autumn of 1940. The development of arma- 
ment production in the past months would change the emphasis of presentation 
but would not, it is believed, affect the theoretical structure or the long-run 


considerations. 
2“The United States and the Keynes Plan” in New Republic, vol. 103 (July 29, 


1940). 
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to be men and machines of the type needed at the start of arma 
ment. In reality, the resources as a whole may soon be worked to | 
capacity, even if some of them have to stay idle for a long time. 

Can one hope that this inflation consciousness means at the 
same time deflation consciousness? Have people realized the im- 
portant task of modern economic policy, the ironing out of unem- ( 
ployment fluctuations? Do they see that the counterpart of the ( 
restriction of consumption and peacetime investment and of the 
need for increased taxes—which are necessary in times of threat- 
ening inflation—is, in times of slump and unused resources, the ( 
encouragement of consumption and investment and the reduc- 
tion of taxes? Beware of short memory. The depression left us 
only a few months ago. The next one may come like the thief in ‘ 
the night. Have we learned to think in terms of flexible economic 
policies? If one’s vision, backward and forward, is not limited to ; 
a couple of years, it should be worth while to train one’s mind, | 
and the minds of one’s neighbors, to the view that both “‘inflation- 
ary policy” and “deflationary policy’’ are good when in season, 
harmful when out of season. But powerful prejudices make this 
training difficult. ( 


On Some Tabus 1 


A large part of human behavior is controlled ‘by tabus—so, at 
least, we are told by anthropologists. Economists are students of 
human behavior. They would go wrong if they neglected the : 
tabus. The market for cowhides in India, for kosher meat in 
Brooklyn, for fish in Catholic countries, is affected by religious 
prohibitions. Chinese fields have, or had, their boundaries deter- 
mined by necromantic rules which designate the most propitious 
sites for ancestors’ graves. 

In the summer of 1931 the ratio of the German Reichsbank’s 
gold to the volume of paper currency fell, and approached more 
and more closely the legal limit of 40 percent, foreign gold having 
been withdrawn from Germany. Authorities induced people to 
use more silver and less paper, as if that made much difference. 
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The president of the Reichsbank took airplane visits to the heads 
of sister institutions in other parts of Europe, in the hope of bor- 
rowing gold. All this happened because he and other authorities 
believed that people believed that a ratio of 39.9 percent, as com- 
pared with 40.1 percent, was a catastrophe. Such a belief. if it 
existed, could not of course be met by a revision of the law. Presi- 
dent Hans Luther was probably not himself obsessed by that su- 
perstition. He probably knew that although a certain amount of 
gold was necessary for Germany’s international payments, and a 
certain amount of paper was necessary to keep German business 
going, at a given price level, the ratio of the two was not much 
more than a convention. He, and the officials, bankers and finan- 
cial writers who advised him, merely believed that other people 
believed a certain unreasonable thing. In this the leaders proved 
wrong. Events after the unsuccessful flight showed that the feared 
tabu did not exist with the people. No catastrophe occurred. 

There are, then, actual and imaginary tabus. I can be sur- 
rounded by lunatics. Or I can imagine I am surrounded by luna- 
tics. Leaders of economic policy have occasionally been in both 
these situations. 

To increase the aggregate national consumption for this genera- 
tion and for the next one or two (or ten) is not the only thing the 
economic statesman has to think of. He has not merely to think 
of economic matters, even if an equal, or a just, distribution of the 
aggregate income—which certainly is his second important task 
—be considered a purely “economic” problem. He has also to 
think of other values, more or less established: he will try not to 
hurt liberty and not to encroach upon property, the first of which 
is to some, the second to others, sweeter than life itself. To insure 
continuity he will give a wide berth to measures which courts may 
deem illegal—even where legality conflicts with welfare. He will, 
true enough, fight bad or antiquated laws; but he will abstain 
from fighting if his aim is not feasible. It may not be feasible in 
the face of powerful interests. It may not be feasible in the face of 
a widespread prejudice. 
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Thus Prejudice has to enter the calculations of applied eco- ( 
nomics, along with the written Law, or with Interests; along with i 
Liberty, Property, Justice; along with the economist’s own stand- 
ards, Production and Distribution. Prejudice deserves its capital ] 
letter, as well as those loftier principles of the century of enlight- 


enment: the statesman will do well to take account of the actual é 
tabus. But he will do well to rid himself, and as many of his col- 1 
leagues as possible, of imaginary tabus. 

In regard to the purely economic questions, one remark will ] 


prove useful later: it is probably easier to increase production 
than to change distribution, especially in times of unemployment. 


The figures on the relative shares which go to labor and capital 
are quite obstinate. In the period 1929 through 1939 the share of é 
wages and salaries in the national income of this country fluc- 1 
tuated only slightly around the fraction two-thirds. The real na- ‘ 
tional income itself fell by more than a third from 1929 to 1932, ; 
and had regained that lost portion by 1939. Thus the depression 


took away from the employees, and the recovery gave them back, 
an amount equal to that enjoyed by all the rest of the community 
during the depression. From depression to recovery the employees 
increased their total real income by one-half. This is natural. 
National income increases either because resources previously idle 
have become employed, or because employed resources are put to 
improved uses. In either case there is an increase both in wage 
payments and in the incomes of entrepreneurs. To be sure, tech- 
nical inventions can be conceived which raise the marginal prod- 
uct of capital but not of labor (or vice versa), but such inventions 
do not seem to have prevailed enough to change distribution con- 
spicuously, compared with the gain in total production. More- 
over, when idle resources still exist, the income going to any 
group can be increased much more effectively by reducing the 
idleness of men and machines than by transferring income from 
one group to another by any of the current methods—least of all 
by establishing high wage rates or interest rates, somewhat more 
efficiently by appropriate taxation and social expenditure. In ‘ 
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current politics the fight for relative income shares, especially by 
fixing high income rates for the services of either labor or capital, 
has had an appeal out of proportion to its economic effect. A 


prejudice is at work. 

It may well be that the prejudice is even an “imaginary” one, 
and that masses do not really have the preferences imputed to 
them by leaders. Has it not turned out, in Blum’s France and 
Hitler’s Germany, that reemployment is more appreciated than 


high wage rates? 


Losses Cause, Profits Cure, Unemployment 


I am now using the word “losses” (meaning aggregate losses of all 
entrepreneurs taken together) where some would be inclined to 
use “oversaving” or “excess of savings over investments.” By doing 
so it is possible to avoid esoteric discussions, or rather to use their 
results without bothering the reader too much with them.? That 
losses cause, profits cure, unemployment, at least if they persist 


%If we disregard the replacement of equipment and stocks, which merely causes 
payments between entrepreneurs, aggregate receipts consist of people’s purchases of 
consumer goods, and of people’s purchases of new investment goods, the latter 
designated as “investment.” Thus receipts = consumption + investment. National 
income is devoted either to consumption or to saving; therefore national income = 
consumption + saving. National income is usually defined as consisting of incomes 
paid by entrepreneurs to others for their services (costs), and the incomes of the 
entrepreneurs themselves (profits, positive or negative). With the national income 
so defined, receipts are identical with national income, and therefore, from the 
two equations above, investment is found to be identical with saving; consequently 
“oversaving” is impossible by definition. On the other hand, if profits were not 
included in (or losses not subtracted from) national income, the latter would be 
identical with costs. Again comparing the two equations we see that the excess of 
costs over receipts (that is, losses) is the same thing as the difference between saving 
and investment, or “oversaving”; and similarly, profits are then another word for 
“overinvestment.” Thus the concepts “oversaving” and “overinvestment” depend on 
a somewhat odd definition of national income, from which entrepreneurs are 
excluded (while their consumption still constitutes, as in usual language, a part of 
national consumption). If this definition is not accepted, oversaving or undersaving 
does not exist; if it is accepted oversaving is the same thing as losses, and under- 
saving the same thing as profits. Why, then, not simply use these unambiguous 
notions—the difference between receipts and costs—regardless of definitional 


squabbles? 
This hare was started by Mr. Keynes, and economists, including Mr. Keynes, have 


worked hard to catch him. 
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for some time, does not, however, follow from mere definitions. t 
It is a description of plausible (not to say rational) behavior, r 
fairly well confirmed by observation. The plausible causal chain k 
is: high and persistent current profits lead men to expect, with p 
some probability, high future profits; high profit expectations b 
lead them to increase their production (the opposite being the C 
case if they have been experiencing losses). Empirical tests of the tl 
influence of current profits on production (omitting the immeas- le 
urable intermediate link, profit expectations) have been amply a 
supplied, for example by J. Tinbergen. e 
Aggregate current profits must increase with increasing govern- b 
ment expenditure, and decrease with increasing government rev- 
enue, other things being equal. This is so because expenditures of tc 
the government, in so far as they are not offset by taxes, increase is 
the aggregate receipts of entrepreneurs without increasing their ti 
aggregate expenses. But this generalization, while it applies with p 
equal force to the expansion of the navy, the parkways or the gal- Ca 
leries of modern American art, and to the reduction of sales taxes al 
or of income taxes, requires a few qualifications.‘ lo 
When government increases its expenditures, not only profits p! 
but also wage rates will increase—wage rates in the construction Ca 


industries and in the industries supplying them with materials, 
because of direct government demand; wage rates in general be- ~~ 


cause of increased spending on the part of those who hitherto had be 
no employment, or had low profits. Increased wage rates may thus pe 
partly offset, or more than offset (so runs the argument), the new de 
receipts of some firms, especially those that directly compete with of 
the government for Iabor, materials or customers, and are at the in 
same time at the mercy of monopolistic colleagues who may suc- wl 
ceed in absorbing, by means of higher prices, the better part of of 


4 These points were discussed in the spring of 1940 in the meetings of a group in 
which, besides members, assistants and students of the Graduate Faculty, Mr. sti 
Clinton Davidson, Mr. Milton Friedman, Mr. George Terborgh, Mr. I. de Vegh and 


Mr. Simon N. Whitney were the main participants. To all of them, and to Mr. A. m 
Halasi, who read and gave valuable comments on the manuscript, I express my by 
gratitude; but I do not wish to give the impression that the formulations in the im 


text represent their agreed opinion. 
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the public expenditure. To this I would answer that more accu- 
rate study is needed in regard to the actual extent to which mar- 
ket imperfections can, and do, affect the benefits of public ex- 
penditure, not only in their distribution but also in their amount; 
but the fact itself, that government expenditure increases profits, 
cannot be denied. As to wage rates, it should be remembered that 
the ratio of wage rates to prices (which alone matters in the calcu- 
- lation of profits) is usually at its highest in the slump: it is reason- 
y able to expect (again apart from monopolies) that wage rates, 
even if they are bolstered up by public expenditure, will lag 
. behind prices. 

With these qualifications—which, it is clear, reduce themselves 
f to a plea against monopolies—the entrepreneurial class as a whole 
: is benefited by public deficits (or, more generally, by any reduc- 
tion in public surpluses). If it is true that high profits cure unem- 
1 ployment, entrepreneurs should, in times of idle resources, advo- 
cate public deficits, or reduced public surpluses, both in their own 
and in the general interest. If they do not, and yet do not protest 
loudly against price monopolies, then either the dictum “high 
profits cure unemployment” must be qualified, or there is a clear 
| case of “tabu.” 

The salutary effect of public deficits in times of idle resources 
—and their harmful effect in times of strained resources—should 
be true regardless of whether the deficit is caused by high ex- 
penditures or by low taxes. An effect similar to that of public 
deficits is produced also by increased exports caused by war orders 
of foreign countries: the belligerents, in the last resort, pay either 
in promissory notes which will never be honored, or in some metal 
which, for one reason or another, it is impossible to use. The pile 
of metal or of foreign notes may be a more or less useful monu- 
ment than the schools, ships or roads, remaining after the processes 
started by public expenditure have accomplished themselves. But 
in either case the remnant, whether useful or futile, is merely a 
by-product (although, of course, a useful one is preferable). The 
important thing is, in both cases, that the lifting of aggregate 
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profits has led to the expectation of future profits and thus to ‘ 
higher employment (or, when “full” employment is reached, to é 
inflation). I 
This cannot be answered by saying that public deficits, or re- 
duced public surpluses, while increasing current profits, neces- i 
sarily lower future ones by the amount of taxes which the entre- t 
preneurs themselves will later have to pay to support the debt f 
service of the government. This argument begs the question. It t 
tacitly assumes that the effect in question has already failed to t 
materialize. It assumes, in fact, that the addition to annual future v 
profits (taken at gross value, that is, before taxation) which is p 
brought about by current entrepreneurial receipts being increased s) 
through public orders and through entrepreneurs’ own additional P 
investments, is necessarily smaller—as soon as public spending is it 
discontinued—than the annual interest and repayment charges fz 
on the public debt. But even if this were true, and if there were et 
no favorable turn of the cycle as a result of external causes such 
as foreign wars—even if all the increase of (gross) profits in a ti 
given year were exactly equal to the public debt contracted in that ci 
year, and none was due to the entrepreneurs’ own increased activi- al 
ties caused by improved expectations—even in such an extreme tc 
case it would take, at the low interest rates characteristic of dc 
slumps, more than a couple of decades until the charges on accu- pl 
mulated public debt outweighed the additional current profits dc 
due to fresh debts. u! 
The argument against public deficits in times of unemployment ti 
must therefore assume that fresh public debts, while admittedly fr 
adding their own amount to some receipts of entrepreneurs, de- ne 
stroy other receipts. This has, indeed, been said: accumulation of sO 
public debts, or fear of such accumulation, tends to diminish pri- ar 
vate investments. Why? Because public deficits kill confidence. In sp 
this form the argument becomes interesting. It introduces a term, 
confidence, which, unlike profits, income, production, monopoly, cre 
has seldom, in the more popular economic literature, been submit- mm 
ted to rational scrutiny, unless we count the verbiage, in textbooks % 
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to and editorials, about “psychological factors” (as if there were any 
to economics outside of psychological factors). Closer analysis is 

needed. 
"e- The same result—appeal to the confidence factor—is obtained 
2S- if we try to meet the argument of impending future taxes by pos- 
e- tulating very low or zero interest on public debts, or if we go 
bt further and suppose government spending to be done 4a fonds 
It perdus, and not to take at all the legal form of borrowing and 
to thus not generate future repayments. The government borrowing 
re we have been considering is, of course, in addition to and not in 
is place of any private borrowing. Therefore its replacement by 
ed spending a fonds perdus does not change the immediate effect of 
al public spending on profits and production. But, it is said, entrust- 
is ing government with such powers ruins confidence. Again we are 
es faced with a subject matter singularly neglected by traditional 
re economic analysis. 

The influence of public deficits on prices—the danger of infla- 

a tion’—has been another important argument against public defi- 
at cits as an instrument of employment policy. At present few reason- 
i- able people believe that this argument applies with greater force 
1€ to deficits which do not take the form of debts than to those which 
of do take that form. Collateral, of whatever kind, does not keep 
u- prices from rising if additional money appears in the market and 
ts does not meet there additional goods. The point is that until full 

use of resources is reached, additional money does meet addi- 
it tional goods. This distinguishes the Roosevelt deficits before 194% 
ly from those of Louis x1v and from all war deficits. This makes it 
e- necessary to watch carefully that the deficits are discontinued as 
of soon as resources approach full utilization, or the “bottlenecks” 
i- are reached. This, in fact, is the substance of the “compensatory 
n spending” principle, the negative part of which will soon become 
I, 5“In itself an unbalanced budget is of no moment, and if it represents income- 
Y> creating expenditures may even be a harbinger of returning prosperity; but in the 
t- French mind unbalanced budgets were associated with inflation, a falling franc, and 

instability” (Benjamin Higgins, “The Economic War Since 1918” in War in the 
‘S Twentieth Century, ed. by Willard Waller, New York, 1940, p. 173). 
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more topical than the positive, as the armament boom takes its 1 

course. s 
There may be plenty of labor, or land, or plant space, but not a 

of the kind which the public or private spenders of additional ] 

money are anxious to acquire; and the reshaping of these resources te 


may be impossible or costly or slow. An increase in prices ensues: 
it is, in fact, that very increase in prices which forecasters of busi- 


ness improvement so keenly await after the slump has endured st 
for some time. Whether the first spender who breaks the spell is 
a private or a public body does not matter very much. If it is a et 
public body writers sometimes scorn such “artificial” measures O! 
and predict that their effects will be short-lived. But is not every je 
work of men “artificial”? Have these writers never crossed bridges, “ 
artificial links between two separate points? Obviously, however, SO 
this reasoning is bringing us back to the subject of ‘‘confidence.” ef 
bi 
“Optimism” and “Confidence” qu 
We have seen that the link between the cause—high current pe 
profits—and the effect—increased employment—is plausibly of 
provided by “high expected profits.” But what are “expected an 
profits”? In our uncertain world nobody can be sure of earning in lo: 
a given future year, from a given investment or industrial ven- ass 
ture, a perfectly fixed and exact amount. This is true even if we “i 
think of profits in terms of dollars, disregarding possible price fre 
changes; it is still more true if the entrepreneur or investor thinks _— to 
in terms of real goods. du 
The eighteenth century, however fascinated by exact and un- 
failing laws of nature, nevertheless contributed also to the study ter 
of events which are merely probable. It even studied human be- Tr 
havior with regard to such events. Bernoulli’s rational Gambler typ 
stands beside Economic Man, or rather is himself an Economic wh 
Man, endowed with this additional rule of action: expected Ke 
amounts of money, or goods, can be treated as exact amounts if we as | 


multiply them by their probabilities. A high but uncertain profit - 


is equivalent to a moderate but certain one. More generally, if . xxiy 
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various alternative profits, or losses, are expected with various re- 
spective probabilities, form their weighted average, using prob- 
abilities as weights. The swarm of uncertain alternative profits, or 
losses, promised by a given venture would prompt the gambler 
to exactly the same actions as he would follow if he were offered, 
with perfect certainty, the amount measured by that weighted 
average, technically called the “expected value” of a venture, a 
stake, an asset. 

This rule of behavior, if true, does not, of course, lose any of its 
economic importance if it is added that any two men’s evaluations 
of a given venture’s probabilities are different, and purely sub- 
jective. The optimist may ascribe to the same venture a higher 
“expected value” than a pessimist, even if both have the same 
sources of information. This does not make the evaluations less 
effective economically. The effect of Hinduism on the packers’ 
business is the same whether beef eating has or has not the conse- 
quences in future life which that philosophy asserts. If more 
people than before become optimistic with regard to a given type 
of assets, that is, if people assign increased probabilities to higher, 
and decreased probabilities to lower, profits (or, of course, to 
losses), the demand for these assets grows at the expense of other 
assets, and their relative price increases. It is in this sense that the 
“expected profits” or, technically, the “expected value” of profits 
from industrial enterprises lead to an extension of plant, hence 
to increased employment and incidentally to higher prices of in- 
dustrial stocks. 

Students of Mr. Keynes the economist have paid too little at- 
tention to the very provocative criticism to which, in his early 
Treatise on Probabilities, he subjected the eighteenth century 
type of behavior analysis which we have just expounded and 
which was, in substance, followed by Alfred Marshall, his teacher.® 
Keynes has two objections: first, probabilities, of which we speak 
as determinants of human actions, are not numbers but vaguely 


® See, for example, Principles of Economics, Mathematical Appendix, notes ix and 
Xxiv. 
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estimated “degrees of certainty,” and therefore there is no calcula- 
tion of “expected values”; second, even if probabilities were sub- 
ject to calculation by acting men, actions would be determined 
also by other considerations. 

As to the first objection, it seems to me that the “vagueness” 
which it emphasizes means really three different things: a) the 
acting man does not and cannot make exact calculations; b) de- 
grees of certainty—the only probability concept general enough 
to apply to human actions—are non-measurable since they repre- 
sent ranks, not numbers; c) the individual, except in games of 
chance, has no knowledge of probabilities involved. 

To a) I would answer that we know well that investors are not 
actuaries; nor are housewives accountants. Any chapter of eco- 
nomic theory starts from simplified and idealized behavior pat- 
terns and treats the results as mere approximations. This has noth- 
ing to do with the special problem of uncertainties and expec- 
tations. 

To b): the “classical” relation between prices and expected 
values which was given above can easily be generalized to include 
Keynes’ more general probability concept, using tools similar to 
those applied in economic theory where “utility” too is recog- 
nized as a rank, not a number. 

To c): this objection is perhaps the one made also by F. H. 
Knight in his Risk, Uncertainty and Profit: it must be recognized 
that an individual may estimate two assets as having the same 
expected value, yet be aware that the two estimates have different 
degrees of reliability according to the different types of informa- 
tion at his disposal. Thus the objection calls for the use of addi- 
tional concepts (reliability), analogous to those developed by the 
modern theory of statistical inference; but it does not make older 
ones useless. I must apologize for my brevity here, but I think I 
have stated the case fairly.” 


7™See J. Marschak, “Money and the Theory of Assets” in Econometrica, vol. 6 
(October 1938); Helen Makower and J. Marschak, “Assets, Prices and Monetary 
Theory” in Economica, new series, vol. 4 (August 1938). The latter article cites some 
of the literature, partly mentioned below. 
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- As to Keynes’ second objection—the insufficiency of “expected 
- values” as a description of investors’ actions—I fully agree with it. 
l In line with Irving Fisher (who stated this as early as 1906), A. C. 
Pigou, J. R. Hicks, I would say that the investor, when visualizing 
the range of alternative losses or profits which may arise in case 
he buys a given asset, is not concerned merely with some average 
(be it the “expected value” in the technical sense, or some other 
1 form of average); he is concerned also, for example, with the dis- 
persion of the profits, in whatever way this may be measured 
(the standard deviation, the difference between the highest and 
the lowest possible profit or some other measure). He may also be 
interested in other considerations, such as the more or less “long 
odds,” but we may omit them here. Dispersion may be taken as a 
measure of “risk”; its reciprocal would measure the “safety” of 
an asset. The tendency to put a high estimate on the expected 
values of profits (or some other average) we have called “op- 
timism.”” The tendency to estimate a low dispersion of profits— 
low risks—may be called “confidence.” (For the purpose of this 
article, however, I shall use this term also to denote a high degree 
of reliability of estimates; the distinction between the two uses 
is important—see above under c—but it can, I think, be disre- 
garded here.) 

I would not contend that this terminology is exactly the one 
used at present in political speeches or in the press. What the men 
of affairs have in mind when they speak of “lack of confidence” 
is probably sometimes “pessimism,” sometimes lack of ‘“‘confi- 
dence” in our sense. Their complaint may be that any profits 
which may be expected are rather low, if not negative (‘‘pes- 
simism’’); or it may be that, while high profits are possible, high 
losses are equally possible, because of the dependence of business 
on the decisions of a government which, with equal probability, 
may either continue or discontinue its policy of public works: 
“lack of confidence.” It seems useful to make the distinction be- 
tween these complaints if we wish to find their rational meaning 


and cure. 
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There is another important concept mixed up in discussions 
involving confidence, and one that also needs to be clearly defined 
and distinguished. We shall see that it is a useful concept. It may 
be designated as “audacity” or “venturesomeness’—the willing- 
ness to sacrifice a given amount of “safety” for a given amount of 
“expected profits.” If, between two points of time, expectations 
have remained the same, that is, if people have retained unchang- 
ing optimism and confidence, the changing relation between the 
prices of risky assets and of comparatively safe assets (in the sense 
defined above) can be taken as an indicator of changing “au- 
dacity.” As is well known (it is a matter of arithmetic), this price 
ratio can be represented also by the discrepancy between the 
yields of the two types of assets—say, stocks and bonds—the so- 8 
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called risk premium. In general, however, this interesting quan- e 
tity will reflect not only people’s love for high profits in compari- F 
son with their hate of risk, but also their expectations concerning f 

n 


the amounts of profit and risk embodied in a given line of action, 
of investment. Every price ratio for two given goods depends not 
only on the relative demand, or tastes, for these goods, but also 8 
on their relative supply, or what people think is their relative 
supply. In the case of investments, and of their price ratios as ex- 
pressed by “risk premiums,’’ demand and supply of “expected 
profits” and of “safety” are both reflected in the statistical data; n 
and if both have undergone changes during the period the mix- 
ture is not easy to disentangle. 


In any case it will be useful to remember that the relative fi 
yields, or prices, of stocks, bonds, land, raw materials, machines, d 
bank deposits or any other form of investment, change either be- h 
cause people become more, or less, optimistic or confident with tl 
regard to respective profits from these various assets; or because if 


they become more, or less, “‘venturesome.’’ People may begin to 
shun buying or expanding industrial plant or contracting for raw P 
materials or labor, either because they think profits will be lower, 
or more uncertain, than hitherto; or because, even if they have 
the same expectations as before, they begin to prefer better sleep 
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and higher safety to the industrial yields which are always rela- 
tively more risky, even if on the average higher, than yields from 
bonds or time deposits. Briefly, either hopes change or tastes 


change. 


The Rationale of Mistrust 


Of the several ways in which public deficits have been associated 
with “lack of confidence,” in the broad and vague popular usage 
of that term, a few have been mentioned above under the heading 
“Losses Cause, Profits Cure, Unemployment.” It was pointed out 
in that section that public spending in excess of tax revenue, super- 
imposed upon private spending or consumption of investment 
goods, can be effected either by borrowing, with or without inter- 
est, or a fonds perdus. If there are idle productive resources cur- 
rent profits will increase in either case. But the expectation of 
future profits—so runs the argument if reduced to its rational 
nucleus—will develop unfavorably because public spending as 
such is detrimental to confidence. Confidence is destroyed if the 
government borrows and thus piles up a huge debt. Confidence is 
also destroyed if the government spends money which it prints 
itself. Finally, regardless of the method used, confidence is de- 
stroyed because businessmen cannot gear themselves to a level of 
national income “artificially” raised by public spending, since 
that spending may be discontinued at any time. 

The first cause of confidence destruction—fear of large debt 
figures—is not convincing, and this regardless of whether “confi- 
dence” is taken to mean high average expected profits (what I 
have called ‘‘optimism’’) or a narrow spread or high reliability of 
the estimates of expected profits (what I have called ‘‘confidence”’). 
It is not clear why people should let the public debt affect their 
expectations at all. It has been shown that this cannot be ex- 
plained by the fear of taxes, as taxes could be offset, if not by 
added profits (the real object of successful public spending) then 
by fresh borrowing. Nor can the fear of rising prices be adduced, 
since this fear does not seem to be alleged in the case of private 
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booms. The inflation argument is, of course, very serious when d 
resources are fully employed, as in wartime, or when armaments n 
are being built. But it does not weigh during a slump. It seems Oo 
that the explanation must be sought not in the fact of borrowing tl 
itself but in some other policies of the borrowing government, Si 
which inspire the investors with mistrust. Pp 
It is true that a logically perfect answer, not burdened like the a 
preceding ones by a petitio principii, or by an appeal to extra- T 
neous factors, might be this: fear of public debt is a fact; it is not li 
justified rationally, but, for historical reasons, it is deeply rooted Pp 
in the hearts of the millions. They carry in their blood the mem- n 
ory of bad kings who, to escape the check of Parliament (or was Pp 
it a Witenagemot?), borrowed from Jews and Lombards and b 
plunged the country into unprofitable wars. The trouble is that 
this does not seem to be true. From Napoleon to Hitler the th 
English have bravely and without interruption sustained their fi 
debt. Few people study treasury figures. We have here not an ac- uw 
tual but an imaginary tabu. u! 
The same seems true of the explanation of confidence destruc- m 
tion which refers to spending a fonds perdus. The inflation argu- el 
ment applies here with little more force than in the case of gov- Ww 
ernment borrowing. As soon as bullish sentiment is aroused there el 
are probably few inhibitions which make borrowing from banks 
a less feasible matter than investing one’s own liquid capital. WV 
It is therefore hardly relevant whether, during the slump, the al 
dollar amount of annual purchases within the nation is being SE 
raised by using stale bills and accounts dormant in banks, or by to 
using freshly printed paper; and, in the latter case, it does not til 
matter whether a reserve bank or the Treasury attaches its signa- in 
ture. As before, unused production reserves are a guarantee (so St 
long as they exist) against a rapid price rise. As compared with m 
borrowing, spending 4 fonds perdus removes, it is true, one or two in 
checks on the executive power: it removes the necessity for an W: 
agreement between two public servants, the head of the Treasury nz 
and the head of the central bank; it removes the worries about er 
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debt charges, which are subject to quarrels with the legislature 
not once but every year. Even more forcefully than in the case 
of borrowing, the citizen who loves liberty will hate to remove 
: those checks. A citizen who loves not liberty but profits, or their 
safety, will not care about these matters, unless he expects the 
particular person or group that has executive power to use it in 
) a way which will diminish profits, or make them less certain. 
Thus again the argument reduces itself to a discussion not of pub- 
lic deficits on their own merits, but of other economic and social 
policies which a given government pursues. And again the alter- 
native answer, an appeal to the existence of a mass tabu, a mass 
panic caused by figures of fiduciary circulation, does not seem to 
be proved by facts. 

Third explanation: public deficits destroy confidence because 
they may at any time be unexpectedly discontinued. Here ‘“‘con- 
fidence” obviously refers to the spread of expected profits, the 
unreliability of profit estimates: it is identical with the technical 
use of the word, suggested in the preceding section. The argu- 
ment is logically correct and seems to be confirmed by facts: why 
else could the armament program cheer up the stock market 
whereas WPA, financed by the same methods and the same gov- 
ernment, failed to do so? 

But this “discontinuation” argument needs reformulation. 
What determines entrepreneurs’ receipts and profits is not the 
amount of public spending but the sum of public and private 
spending, the national income. Suppose the government intends 
to keep total spending constant (or to increase it slowly) by cut- 
ting down or raising its own expenditure whenever private spend- 
ing (on either consumption or investment goods) rises or slackens. 
Suppose this policy is known to the public and is expected to be 
maintained. There is no reason why government spending, timed 
in this way, should make profit calculations uncertain, compared 
with a situation (too well known for many decades) in which 
national income fluctuates violently. Writers friendly to the pres- 
ent administration have in recent years introduced the term “‘com- 
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pensatory spending,” which I understand to describe just the 
policy indicated in this paragraph. A presidential message even e 
named a figure of national income which it was thought desirable t) 
and possible to reach and maintain. If the masses of entrepreneurs fi 
and investors have not been apprised of the essence of this policy, Cc 
or have not given faith to it, some fault must have been commit- a 
ted by the information agencies of the administration, or of its is 
opponents.® But that fault is not inherent in the principle of 7 
“compensatory spending” itself.® 
It seems that an additional, equally extraneous, reason has less- 1 
ened the appeal of the “compensatory” principle. Influential ti 
friends of that policy have believed, and declared, that private 
spending on consumption and investment goods will never in the fi 
future be at a level sufficient to maintain a high national income e 
without being constantly supplemented by public spending. The S} 
proportion of the latter in the total income must therefore be not : 
fluctuating or intermittent but constant or even growing. Whether 
this belief is justified or not, its declaration certainly does not affect ar 
the economic working of the compensatory spending policy as cl 
such. But it belongs among those aspects of the administration th 
upon which, as we have seen, all the objections against public e 
spending concentrate when freed from logical and factual errors. se 
An “unfavorable social climate’? does affect expectations and st 
decisions of business. Ir 
fc 
8 One opponent has gone so far as to pervert the idea of a constant national income 0} 
into its very opposite: “Life on a flying trapeze.” e 
®The Economic Record of the National Industrial Conference Board (vol. 1, no. 7, 
August 31, 1939) gives an account of the various modes and names (“pump-priming,” of 
“compensatory spending” and the like) which public spending has assumed in the al 
course of recent years. . 
10 This term has been very effectively used by J. Schumpeter to describe and explain it 
important phases of the economic history of Europe and the United States, especially st 
after 1919. The concept is particularly convincing in his discussion of the very prob- 
lem we are treating here. Why, for example, have identical measures of the Hoover 
and the Roosevelt administrations produced such different results? Why was the re 
RFC regarded as “helping the capitalists” and the WPA as “helping the workers,” th 
although their economic effects should be practically the same? See Schumpeter, 
Business Cycles (New York 1939) vol. 2, pp. 942, 983 ff. P 
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e Besides, it does not seem to me that the prophets of “mature 
economy” have successfully and scientifically made their case. It is 
€ true that savings increase more rapidly than income: American 
s family budgets indicate that if aggregate consumer income in- 
1, creased from 50 to 60 billion dollars (at the prices of 1935-36), 
- about 26 percent of the additional income would be saved, that 
is, withheld from consumption; and that if income increased from 
f 70 to 80 billion, 32 percent of the addition would be saved. To 
maintain an increased national income, investments must increase 
‘ more than proportionately. If they do not, losses arise and are sub- 
l tracted from the national income. 

: But to prove that it is impossible to expect adequate investments 
from private enterprise alone, two groups of facts should be 
established: the prospects for profitable investments; and the re- 
sponsiveness of the entrepreneurs to any given profit expec- 
tations. 

For the first group, prospective profits from housing (taking 
, account of the number of families, including immigrants, and of 
: changes in tastes) should be studied along with armaments, with 
the inventions which modern wars profusely foster, and with 
exports. I don’t know that conclusive studies have been made. The 
second group of facts should answer an even more difficult and 
subtle question: has the “venturesomeness,” the “audacity,” of 
men diminished? That is, are they prepared now, more than be- 
fore, to sacrifice a high but uncertain profit for a low but safe 
one? A very strong desire to shift to other shoulders, even at the 
expense of profits, the responsibility for estimating the duration 
of wars has motivated the recent struggle around the depreciation 
allowances on armament profits. If this is 1 correct interpretation, 
it may indeed indicate a somewhat lowered “‘audacity,” and 
strengthen the case of “mature economy.” 

But the evidence is too scanty. Remember how quickly, in very 
recent years, sociologists revised the trends of population in which 
they firmly believed a few years before! How unexpectedly gold 
production took a course opposite to that forecast by the best ex- 
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perts! And the question of the future demand for capital is no 
less intricate than that of the monetary and mining techniques 
responsible for gold vagaries; the factors determining entrepre- 
neurs’ psychology from generation to generation are no less subtle 
than the obscure factors making for the spread or decline of birth 
control. Non liquet. 


Conclusions 


We have failed to find rational reasons why, in times of unused 
resources, Compensatory spending should of itself have an un- 
favorable effect on any man’s profit expectations—either on his 
“optimism” or on his “confidence.” Only because of other aspects 
of a government’s policy can such a connection be conceived: 
aspects disagreeable to entrepreneurs and therefore making them 
believe that the executive power which “is increasing and has in- 
creased, ought to be diminished.” For other reasons than those 
of economic interest this belief will be shared by many—by all 
those, in fact, who, for freedom’s sake, acclaim Cincinnatus repel- 
ling the enemy but are pleased and grateful when he returns to his 
fields. And, in addition, there are considerations of general eco- 
nomic welfare which give strength to some criticisms of the gov- 
ernment’s economic policy. These, however, are independent of 
the considerations which center around the question of public 
deficits. 

As was mentioned above, it is probably easier, especially in the 
presence of idle reserves, to increase the total national income than 
to change distribution. Consequently it is easier to raise the total 
income of a given group by raising national income (fuller use of 
resources) than by attempting to affect the relative share of that 
group. The latter attempt may even frustrate the former. To in- 
crease wage rates or—what comes to the same thing—to tax the 
employer in proportion to the number of people he employs 
(social security tax) is not a means of increasing employment. Even 
the best instrument of income equalization, the progressive income 
tax, is not free from an objection: it depresses the expected values 
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(in the technical sense discussed above) of risky investments, that 
is, the investments with widely spread possible yields, and thus, by 
penalizing industrial daring in favor of hoarding, it may curtail 
employment. This is probably offset by the increased consumption 
of the poor (the employed ones, to be sure), but the example indi- 
cates the difficulties that are inherent in any equalization policy 
as compared with those that accompany a straight policy of re- 
employment. 

Yet it was for his equalization policies that Gracchus was killed 
in a bathtub filled with snakes. Today hate is softened, maybe, 
into “lack of confidence.” Whatever its form, it is not, from the 
point of view of economic policy, a good thing to provoke. Even 
from the point of view of the poor alone it is not wise to attempt 
to redistribute a good which the same measures cause to decrease 
in aggregate value. It may be, of course, that what is lost through 
the hate of the rich is gained in the love of the poor, for the poor, 
it is said, ask for higher wage rates, if only because they don’t know 
better. It was indicated above, however, that even this is not prob- 
able; recent experience disproves it and points to unemployment, 
more than wage rates, as the real concern of the industrial masses 
in these years. 

If it is true that public spending, in times of unused productive 
resources, cannot in itself destroy the “optimism,” the “‘confi- 
dence,” the “‘venturesomeness,” of investors, whereas a policy of 
income equalization can, and if it is true that public spending, so 
long as these attitudes of investors are maintained, can raise em- 
ployment and thus the income of all, including the poor, whereas 
an equalization policy cannot, then the statesman whose goal is 
high national income will in times like ours try more urgently to 
meet the people’s need for reemployment than their desire for 
equality. 

The statesman will, of course, apply other standards in addition 
to those of economics. He will revise our purely economic finding 
in accordance with the requirements of justice, the ties of law, the 
balance of interests. He will not omit from his consideration the 
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existence of powerful prejudices, time-honored or merely silly. 
But he will free himself of prejudices of his own. And he will try 
in addition to enlighten and educate public opinion to the best 
of his powers. 

A nation “only asks to be told what is necessary,” says Keynes, 
trying in an accessible and lucid little book to shed rational light 
on the mysteries of war financing.11 And Hugh Dalton, another 
Englishman who has had influence beyond the circle of his stu- 
dents, wrote years ago, ‘Against unreasonable panic, stimulated 
by misunderstanding and even by deliberate misrepresentation, 
there can be no guarantee and no defense except in argument and 
education. It is not difficult, however, to remove all causes of 
reasonable panic.’ 


11 How to Pay for War (London 1940) p. vi. 
12 Principles of Public Finance (London 1924) p. 203. 
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. EXPROPRIATION OF ALIEN 
PROPERTY 


| An Inquiry into the Sociology of International Law 


BY JOHN H. HERZ 


I, HAS recently become apparent, again, how far international 
law is but a barely veiled legal and ideological superstructure 
raised upon the political relationships of power. The legal rules 
which concern the “political” part of international relations have 
always been dependent upon the existence of a balance of power. 
But in so far as international law is concerned with less political 
and more “economic” and “technical” relations among nations 
and citizens of nations a widespread belief assigns it a stabler ex- 
istence in the realm of international relations. This may be justi- 
fied to a certain degree but even this part of international law is 
dependent upon an historical development of social relations. In- 
ternational law, as we have known it since the times of Grotius, 
is but the expression of a single and apparently a transitory stage 
of international relations. 

There are two ways of dealing with questions of international 
law. One is that of the lawyer (attorney and judge). He considers 
a legal order as a coherent system of rules which is consistent in 
itself and gives a solution to every imaginable question. He would 
regard the international law referring to private property as part 
of the “system” of international law, that is, as a coherent set of 
definite rules regulating all possible disputes. In the realm of inter- 
national relations, however, this method is even more doubtful 
than in the realm of municipal law, because international law is 
not based on an all-embracing organization of society, as is the 
state with its legal order, and cannot even be said to be intended 
to regulate the entirety of social relations within its field. 
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A second method is that of historical and sociological approach. a 
Taking the law as it functions in different periods and in different Ce 
circumstances it asks which of the alleged rules have become il 
effective and to what degree under various conditions. The task d 
of the sociologist, in examining general expressions intended to I 
ascribe legal consequences to certain facts and occurrences, is not R 
to subsume the facts under an a priori conception but to find what as 
practice has actually meant when using those expressions. This is W: 
the method I shall follow in examining the problem of “‘expropria- m 
tion” in international law.? ch 
Expropriation means interference by the state with private prop- na 
erty rights. International law comes in only in cases where rights 
belonging to foreigners are interfered with. Therefore we do not Ri 
have to deal with the purely “domestic” question of expropriation er! 
of the property of a country’s own citizens, or with cases where in 
damage to rights of foreigners by means other than state inter- reg 
ference gives rise to international claims. For practical reasons we an 
may also ignore interference with foreign-owned property in times sia 
of war. pre 
ex] 
' of 
In the postwar period we find three different types of property tric 
regulations in accordance with three different social and economic ] 
systems. The first is outright abolition of the institution of private resi 
property as such, evident in the Bolshevist revolution. Where out 
foreign property was confiscated without indemnification the of 1 
action led to various protests by the other states, and to declara- aut 
tions of non-recognition of the alleged right to pass general ex- sery 
propriation legislation without compensation for foreigners. Here mu 
doctrine stood against doctrine like the armies in the intervention nati 
period, and continued to be irreconcilably opposed even long after 
the white armies had disappeared from Russian soil. Thus in 1927 : 4 
"In 
1 The following pages contain only the post-World-War chapter of a more compre- 1926 
hensive study which deals with the historical development of expropriation in 4 Se 
international law. Ente: 
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, an American author stated that western opinion was opposed to 
} confiscation of foreign property as sharply as it would be to a sim- 
: ilarly Bolshevist measure of nationalization of alien women.? And 
during a discussion of the protection of private property by the 
International Law Association at Vienna in 1926 it was said that 
Russia, because of her “attack upon the international agreement 
as to the sacredness of private property” and her failure to “agree 
with the common conscience of all other civilized nations upon its 
. most fundamental question of morals and ethics,” had “ex- 
cluded and excommunicated herself from the society of civilized 
nations.’’ 

The claims based on the confiscation of foreign property in 
Russia varied from demands for outright restitution of the prop- 
erties themselves to demands for pecuniary compensation. It is 
interesting to note that with the stabilization of the Bolshevist 
regime certain capitalistic countries and businessmen, less doctrinal 
and more practical, accepted so-called “concessions” from the Rus- 
sian government, which, itself renouncing certain principles, 
promised to guarantee these newly created property rights against 
expropriation. Pertinent stipulations are to be found in a number 
of treaties passed between the Soviet Union and western coun- 
| tries, mostly during the NEP period. 

} In fascist countries property regulation has led to a far-reaching 
| restriction of formerly free property, not, in general, by means of 
outright appropriation by the state but by wholesale regulation 
of the economy, by putting private property, as National Socialist 
authors say, “into the new order,” into “the plan” where it has to 
serve the interests of what in Germany has been called the “com- 
munity of the people.’ State regulation of all branches of the 
national economy has led to a far-reaching restriction or even 


2J. P. Bullington, “Problems of International Law in the Mexican Constitution 
of 1917” in American Journal of International Law, vol. 21 (1927) p. 702. 
3International Law Association, Report of the 34th Conference held at Vienna 
1926 (London 1927) p. 259. 

*See, for example, H. Kutscher, Die Enteignung. Ein Beitrag zur Lehre von der 
Enteignung und vom Eigentum (Stuttgart, Berlin 1938). 
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abolition of the owner’s right freely to deal with, and to dispose of, 
his property. He still receives income from it, but this right to a 
profit—which, together with that of free disposal, is the essential 
element of property rights in liberal society—has been reduced 
to a right to a more or less fixed amount of income, a kind of 
feudal benefice. In fact this situation, in which private property 
more and more loses its social function but at the same time con- 
tinues to give its owner certain pecuniary privileges, clearly re- 
sembles the situation of late feudalism. According to National 
Socialists themselves, “socially and economically a new world of 
investitures and feudal lordships has come into existence.’ 

A further restriction, more closely concerning foreign capital 
invested in Germany, is brought about by the strict currency regu- 
lations, which in practice prevent any considerable amount of the 
property still remaining from being transferred to other countries. 
Still greater complications have been created by fascist expan- 
sionism. While earlier times knew annexations of territory and 
even total extinction of states they had a fairly well defined law 
of war, neutrality and state succession with respect to foreign 
rights, state debts and the like, which gave a certain amount of 
protection to foreign property. Totalitarian aggression has done 
away with the sharp distinction between the state of peace and 
that of war, and fascist annexation of foreign territory or countries 
has played havoc with the traditional rules of state succession to 
state debts. Moreover, the expansion of fascist economy into 
hitherto “free” areas means a corresponding general restriction 
of property rights in these countries, including the rights of 
foreigners. 

Taken together, these restrictions constitute an interference 
with foreign property not much less effective than outright ex- 
propriation. Nevertheless, diplomatic claims and protests have 
occurred in only two special types of cases. One is that of outright 
confiscation of certain special properties, for example, Jewish 


5 J. Windschuh, “Die Schrumpfung des Privaten” in Deutsche Allgemeine Zeitung 
(November 26, 1939). 
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property in Germany, and the result was the exemption of foreign- 


a owned property from these measures. The second case of foreign 
il protest concerned the non-payment of state debts by the fascist 
d successor state; so far it has been unsuccessful. No claims have 
rf been launched against the fascist regimes’ general restricting in- 
y terferences with private foreign property. For one thing, this 
1- “socialization” has taken place step by step and not by one single 
2 act of outright abolition, and therefore the change from one stage 
il to the other has not been so perceptible. Moreover, in recent years 
vf the liberal economies themselves have witnessed so many property 
restrictions and state interferences that fascist regulation has not 
1 appeared entirely contrary to the principles of the foreigner’s own 
1- country. 
e In the sector of private-property capitalism the postwar period 


. has led to great controversies concerning the problem of expropria- 
\- tion in international law. Before the first World War claims for 
indemnification of foreign interests very seldom arose from a gen- 
eral state interference with economy, as distinct from expropria- 
tion of individual pieces of property. Such claims had occasionally 
f been made when state monopolies were set up which interfered 
with the free operation of certain branches of commerce, but even 
here without clear-cut results. After the war, however, the reflux 
of the tide of liberalism which swept the most outlying regions of 
the world reached even countries which did not, like Russia or 
later Germany, introduce an entirely new economic system but 
which merely tried to reform the existing system by measures of 
partial property regulation. 

It is characteristic that the new tendencies were strongest where 
liberal capitalism had come latest, mostly in the form of foreign- 
: owned capital, and where its social and ideological roots had re- 
: mained weakest. In some of these countries there was a revival 
t of old, precapitalistic property conceptions, as in Mexico, where 
L the bourgeois property conception had never entirely wiped out 
the popular belief that certain goods and resources belong in- 
; alienably to the nation. And sometimes the movement to intro- 
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duce a new property regime was socialistic and nationalistic at the 
Same time, inasmuch as a redistribution of property for social 
purposes meant the reappropriation of foreign-owned property 
by the nation or its nationals. The situation in regard to the 
Rumanian land reform in Transylvania is significant: “Class divi- 
sion in Transylvania had largely coincided with national division. 
Any measure altering the social structure of the country was bound 
to affect one nationality more than another, and no land-reform 
could have avoided having also a nationalistic effect. Even if a 
similar reform had been applied by a Hungarian government, they 
could not have prevented it from following nationally the same 
trend, i.e. of taking the land mainly from Magyar, Saxon, and 
other such owners, and of transferring it largely to Rumanian 
peasants.”® This is true not only of the redistribution of land 
among broader masses of the peasantry in eastern and southeastern 
European countries but likewise for Latin American land reforms 
and expropriations of mostly foreign-owned riches and natural re- 
sources, as for example the Mexican agrarian reform and oil 
expropriation. 

Now, most of these actions were not of the nature of expropria- 
tion by the state executive of single pieces of property, for which 
the classical law of expropriation had always warranted inter- 
ference, provided pecuniary compensation was paid to the owner. 
On the contrary, it was general legislation interfering with whole 
classes and groups of goods and with the rights of foreigners and 
nationals alike. Thus whenever a measure did not, or not fully, 
provide for compensation, the theory and practice of international 
law were confronted with a new situation. The simple application 
of the rule of “equality of treatment” would have led to a denial 
of foreigners’ claims in all cases where the measure, on its face, 
applied to nationals and foreigners alike, as was the situation in 
most reform legislation. On the other hand, the rule of the “inter- 
national standard of civilization,” traditionally applied to indi- 
vidual expropriation for public use in the exercise of eminent 


® David Mitrany, The Land and the Peasant in Rumania (London 1930) p. 214. 
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domain, would have led to preferential treatment of foreigners. 
According to this rule, foreigners could demand compensation, as 
a “minimum standard of justice,” even if nationals received noth- 
ing in similar cases. Could it be argued that the new type of 
measures constituted, on an enlarged scale, expropriation for 
public use, or were such measures to be regarded rather as an 
exercise of the state’s police power (an exceptional case in which 
interference with private property had always been permitted 
without compensation), since they concerned whole classes of 
owners and did not imply special individual sacrifices? As usual, 
practice debated on the basis of “law,” while law looked for a non- 
existent practice as evidence of a “custom.” 

Thus it is not surprising that the practical results in these cases 
do not permit us to draw definite conclusions, while the situation 
in doctrine is desperate. The Hungarian optants’ dispute, the 
foremost case in which the eastern European agrarian reforms 
were dealt with on the basis of international law, was for years 
on the agenda of international tribunals, the League’s Council 
and international conferences. In 1930 it was settled by a com- 
promise which gave some of the expropriated owners partial and 
deferred indemnification, while the states that were parties to the 
dispute expressly maintained their legal positions in principle. 
Also in the case of the Mexican land reform the discussion, drawn 
out over almost two decades, resulted in a compromise solution. 
Here too the country of the landowners insisted, as a matter of 
principle, upon its legal right to immediate and full compensa- 
tion, while Mexico reserved her alleged right, under international 
law, to pass general reform measures without giving aliens prefer- 
ential treatment. The Permanent Court of International Justice 
has repeatedly, though only in the form of obiter dicta, taken the 
side of private foreign property, while other international arbitra- 
tions have defended the principle of equal treatment. The attempt 
to regulate the question at the Hague Codification Conference of 
1930 by codification in a multipartite treaty concerning the re- 
sponsibility of states was a complete failure. 
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In this postwar period doctrine has become more and more polar- 
ized into extreme opposite positions, each side regarding its view 
as the only one warranted by law and justice. Says Duguit, with 
reference to the question of the state’s right to take foreign prop- 
erty without compensation in pursuance of general reform legis- 
lation: “‘J’étudie le droit depuis un demi-siécle, et je n’arrive pas 
a comprendre que l’on puisse donner 4 pareille question une 
réponse négative.”* Another French jurist, however, calls exactly 
the opposite principle “un des terrains les plus solides de notre 
science; peu de points sont plus fermes.’’* Those defending the 
“freedom” of property return more and more to the “ideal type” 
of classical liberal property conception, and even revive a kind 
of conservative law of nature in this respect, according to which 
every interference which affects private rights and interests from 
outside, even if passed by the legislature, is considered as some- 
thing “unnatural”—trade restrictions such as monopolies as well 
as general reform measures. Since in many countries the parlia- 
ment, even in its majority, no longer represents the interests of 
the property class, it can no longer, as in olden times of classical 
expropriation, be considered by the owners as guardian of their 
interests. Interference by the legislature is therefore often con- 
sidered as based on “class” or “group” interests, directed against 
the “interests of the whole” which, in the liberal mind, are always 
identified with the interests of free property. The furtherance of 
these interests, exactly as in prewar times when it was said to 
constitute the “marche du progrés,’’® is now identified with “the 
normal and regular development of law,” while restricting legis- 
lation is said to be an expression of “‘party and class interests.”’?° 


7Léon Duguit, “Le différend roumano-hongrois et le Conseil de la Société des 
Nations” in Revue de droit international et de législation comparée, vol. 54 (1927) 
p. 469. 

8 Gilbert Gidel, “L’Arrét no. 7 de la Cour Permanente de Justice Internationale” 
in Revue de droit international, vol. 1 (1927) p. 113. 

9P. Z. E. Pradier-Fodéré, Traité de droit international public (Paris 1887) vol. 3, 


p- 624. 
10Q, Hoyer, La responsabilité internationale des Etats (Paris 1930) p. 16. 
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Along with the view that the protection of foreign property, 
even against general legislation, is an internationally valid natural 
right of man, there has developed a kind of “social contract 
theory” in an attempt to justify this legal position. The territorial 
sovereign, in allowing foreigners to enter the country and to own 
property therein, is said to have given “‘by necessary implication 
its assurance that there would be no taking that would be without 
compensation’’; the alien, according to this ingenious doctrine, 
assumes that the territorial sovereign will not “exercise a broad 
control over the uses to which the property may be put, and the 
terms under which continued enjoyment may be had.’’4 

Expropriation legislation is often not even considered as “nor- 
mal” expropriation for public use, leading only to the obligation 
to pay pecuniary compensation, but has recently come to be re- 
garded as “confiscation,” which is said to be an illegal, tortuous 
act in international law as far as foreigners are concerned, giving 
the right to claim outright restitution of the property taken. This 
was the standpoint of France regarding the Bolshevist expropria- 
tions, and is the standpoint of Britain regarding the Mexican oil 
expropriation. This doctrine, if pursued to its logical conclusion, 
means complete petrification of the legal status quo because, 
logically, any change of a given legal order at a given moment 
may, directly or indirectly, influence existing private situations 
and thus be considered as interference with private rights. In 
fact, particularly in countries with judicial supremacy, there has 
been a tendency to accompany every change of legal situations 
with a recognition of a duty to idemnify those to whose disad- 
vantage it might be. When the German Reichsgericht, in the late 
years of the Weimar republic, assumed the right of judicial review 
(hitherto unknown in German governmental structure) it was 
avowedly motivated by the fear that legislation might socialize 
private rights without providing for compensation. In a late stage 
of the development of a given society those interested in the 


11C, C. Hyde, “Confiscatory Expropriation” in American Journal of International 
Law, vol. 32 (1938) p. 760. 
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maintenance of the status quo often take an extreme ideological 1 
defense-position in the face of growing threats to their positions, 
more extreme than they deemed necessary or useful at the height i 
of their power. But in the late stages of capitalism economic crises, 1 
social conflicts and international clashes increasingly prevent the ; 
ideal type of “free society” from being a practical possibility, and 
therefore the rigid “private rights” theory must needs become 
more and more obsolete. 

On the other hand, those who defend the interests of the ex- 
propriating states have also grown more extreme in their legal 
attitude. Their basic procedure is to oppose application of the 
rule of the “international standard” in cases of general legislative 
expropriation measures, and to recognize only the rule of ‘“‘equality 
of treatment,” that is, no discrimination between aliens and cit- 
izens as a basis of international claims. Since the earlier rules of 
international law concerning the protection of private property 
were applied only in cases of single expropriations, something 
might indeed be said in favor of this standpoint as an interpreta- 
tion of positive international law. Many adherents of the theory 
of “equal treatment” have, however, gone still farther in the 
direction of what is called the defense of the sovereignty of single 
states. As one of them has put it, an “attempt is being made 
throughout the world to control the action of states and to defy 
the laws of states in the interests of what is styled big business.’’! 
The tendency is to do away with the right of diplomatic protec- 
tion of citizens abroad as such. This tendency is most outspoken in 
Latin America, where the Drago doctrine, and more recently the 
so-called Calvo clause, are used in attempts to prevent the home 
country from intervening for its citizens at all. 

Altogether, the insistence of some states, and of the doctrine 
defending their position, upon the principle of absolute “sov- 
ereignty” in dealing with rights of foreigners is an expression of 
the trend which leads to complete state autarchy; it is destructive 
of remaining international trade and capital relations, at least as 
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12 Thomas Baty, The Canons of International Law (London 1930) p. 124. 
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far as these are not based upon, and guaranteed by, special treaty 
agreements. By trying to do away with one of the few remaining 
international procedural institutions, that of diplomatic interven- 
tion on behalf of citizens abroad (which, to be sure, has often been 
misused in the defense of unwarranted claims by strong states 
against weaker ones), this attitude effectively weakens the only 
basis on which international economic relations in a money society 
can be erected, the basis of legal security. 

The confusion which today permeates the discussion of this 
question is best reflected in certain statements that reveal under- 
lying political motives and considerations of one standpoint or 
the other. We may take as an example the discussion of the eastern 
European agrarian reforms: this kind of interference with private 
property is defended by the one group as a reform measure neces- 
sary to uphold the system of private property as such by safe- 
guarding it against malcontent and the danger of revolution, while 
it is attacked by the other group as constituting the worst 
Bolshevism. Says Duguit: “Bien loin de préparer les voies au 
bolshévisme la Roumanie est le boulevard avancé de la civilisa- 
tion latine et occidentale contre la barbarie asiatique dont le 
bolshévisme n’est que l’émanation et l’instrument. Le bolshévisme 
nie tous les principes de droit sur lesquels jusqu’a présent ont 
vécu tous les peuples civilisés, il nie le principe méme de la 
propriété individuelle. Toute différente est l’oeuvre de 1’Etat 
roumain. Le principe de la propriété individuelle reste a la base 
de sa réforme agraire. Si l’Etat intervient, ce n’est point pour le 
supprimer, mais bien au contraire pour lui donner un fondement 
plus large et plus solide.’ Another author, still more lyrical, 
exclaims: “Even in the eyes of Hungary herself, who experienced 
the red terror of Budapest, Rumania stands on the banks of the 
Dniester, like a sentinel guarding a civilization nearly two thou- 
sand years old, based on the family, on Christianity, on the liberty 
of individuals collaborating of their own free will, under the aegis 
of the law, in the interests of society; Rumania is an outpost in the 


18 Duguit, op. cit., p. 495. 
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service of all.”!* Lord Newton, on the other hand, anxiously asks: 
“If the world is going to accept this doctrine [expropriation with- : 
out compensation, for reform purposes], what becomes of our case 
against the Soviet government, or the Mexican government, or : 
any other predatory government which proposes to confiscate ‘ 
foreign property?”’!® And Erich Kaufmann calls the reform “an 
outrageous Bolshevist measure” which means expelling the devil 
with Beelzebub.!* These contradictions on the part of those who, 
in principle, are not opposed to the institution of private prop- 
erty, merely reflect the uneasiness and confusion of the property 
classes as to whether and what concessions must be made in order 
to safeguard the institution of private property as such. 
Some attempts have recently been made to find a theoretic 
reconciliation of the two opposing doctrines. They are expressions 
of the desire to take a “neutral” stand in the face of contesting 
parties. But, apart from practical compromising as to the amount 
or manner of payment (proposed as a way out by Lauterpacht),!" 
no compromise is possible with regard to the question whether or 
not in certain circumstances foreign property is protected. Thus 
Fischer-Williams’ exhortation to “impartiality” in this “struggle 
between individualism and collectivism” means, according to his 
implications, merely to leave the solution to the “sphere of do- 
mestic legislation,’ that is, implicitly to decide in favor of the 
sovereign state as against the property interests.1* Lauterpacht’s 
reference from “the law that is” to “justice” and “the needs of the 
international community”!® is meaningless until these concepts 
are more fully developed with reference to concrete situations. 


-_ 
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14 Marcel Sibert, in Agrarian Reform in Rumania and the Case of the Hungarian Z 

Optants in Transylvania before the League of Nations (Paris 1927) p. 264. . 
15In La réforme agraire roumaine en Transylvanie devant la justice internationale 

et le Conseil de la Société des Nations (Paris 1928) vol. 2, p. 9. é 

16 Jbid., p. 191. t 


17H. Lauterpacht, “Régles générales du droit de la paix” in Recueil des Cours 
de l’Académie de Droit International, vol. 62 (1937) p. 347. 

18 John Fischer-Williams, “International Law and the Property of Aliens” in 
British Yearbook of International Law, vol. 9 (1928) pp. 21, 22. a 
19 Lauterpacht, op. cit., p. 347. 
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ks: A most ingenious attempt to compromise between conservatism 
th- and revolutionism has been made by Kaeckenbeeck, a Belgian 
ase writer on international law, who has proposed that changes in leg- 
or islation be allowed to affect only future rights, that is, rights which 
ate are created after the legislative change has occurred, while existing 
an rights shall remain untouched until they end according to the old 
vil legal order.?° This reformism, however, proves to be illusive in 
10, the main case, that of property rights, which, because of the 
)p- principle of inheritance and succession and of the immortality of 
ty the legal person, are themselves immortal. These rights simply do 
er not end legally under the private property system, and thus, in 

practice, Kaeckenbeeck’s principle would mean unlimited protec- 
ic tion of vested rights. When the same author, probably aware of 
ns this weakness of his doctrine, tries to restrict its application to 
1g rights which “have been rightfully and validly acquired,” every- 
nt thing depends on the definition of this “rightfulness.” Probably 


17 Kaeckenbeeck would not consider ownership in slaves to be a 
“rightful” one, but the American plantocracy, before 1860, was 


or 
1s as sincerely convinced of the validity of its ownership in human 
le beings as were the ancient Greeks. 

i 

, Ill 

- 

e There are situations in which the law, in order to come to a uni- 


5 form solution, must decide for one and against another possibility. 
Where the law is based upon power capable of deciding questions 
even against strong opposition, as is usually the case in the stable 
organization of the modern state, such decision is made by fiat of the 
legal sovereign. But law that is based on an equilibrium of power, 
n as is international law, depends on compromise and cannot exist 
where no compromise is possible. International law presupposes 
a minimum degree of homogeneity in international society, and 
to this it is supposed to give a certain order and shape. In so far as 


d 20G. Kaeckenbeeck, “La protection internationale des droits acquis” in Recueil 
des Cours de l’Académie de Droit International, vol. 59 (1937) p. 330. 
21 [bid., p. 332. 
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such homogeneity is lacking, international norms cannot exist as = {_sh 
positive, that is, effective rules of law. in 
With respect to the protection of foreign property certain rules th 
were established as valid in the early days of world economy, such ti 
as the rule which provides for compensation in case of the state’s bi 
exercise of its right of eminent domain with regard to individual i cc 
pieces of property. But the attempts to enlarge this rule into a to 
norm protecting foreign property rights quite generally, against 
any state interference, including reform measures applied to aliens to 
and nationals alike, has not been successful. Thus what a hundred th 
years ago was generally considered as an ever progressing develop- } oO 
ment—the “freedom” of the individual and his property—has is 
now been revealed as merely a temporary and never entirely suc- al 
cessful tendency of economic and legal development. Against this 
development have arisen strong social and economic forces and it 
corresponding doctrines in international law, and this antagonism fr 
of social tendencies and ideologies has rendered impossible any al 
uniform rule of law in cases such as expropriation of foreign - 
property in the course of general reform legislation. For him as 
who inquires into the legal situation from the historical and se 
sociological standpoint it is no use trying to “decide” a question al 
to which there is no answer in positive international law. al 
Should social and economic development take more and more d: 
the direction of state autarchy, or the formation of large regional d 
autarchic units, world economic relations of trade and investments it 
would shrink, and with them the necessity of rules protecting ce 
foreign property, as well as the inclination, on the part of autarchic le 
political units, to grant foreigners who happen to reside in their 
countries or to own property there, more protection than they Pp 
concede to their nationals. A customary rule protecting them a 
against discrimination might survive. But should autarchy, at the P 
same time, mean socialization on an ever larger scale, this principle b 
of equal treatment of foreigners would not mean much practical ir 
protection. It is conceivable that foreigners would still be granted if 
special concessions, as was the case in the earlier stages of Bol- it 
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AS { shevism. This might be achieved by the conclusion of bilateral 
international treaties for the regulation of these concessions and 
2S the protection of the foreign rights involved therein. The institu- 
h tion of diplomatic protection might continue to function on the 
's basis of such treaty stipulations. But a general international law 
1 4 concerning the protection of foreign property would have ceased 
a to exist. 
t Should the world remain divided into groups of autarchic and 
s totalitarian states on the one hand, and liberal states on the other, 


the relations between the two groups as such, or between members 
- of them, would probably be similar to those just described, that 
S is, international law concerning the protection of alien rights, if 
- any, would more and more be put on a treaty basis. 
Within the realm of relatively “‘free’’ private-property economy 
| itself, a return to the system of laissez faire, with corresponding 
freedom of property rights from state interference, seems improb- 
| able. Consequently there is not much chance that the so-called 
“international standard of civilization,” concerning protection 
against expropriation, will become recognized throughout this 
section, beyond the rather limited field in which it has tradition- 
ally been recognized. On the other hand, it is not easily conceiv- 
able that the existing confused situation, with its reliance upon 
diplomatic compromise solutions, can go on indefinitely without 
destroying the basis of legal security which is at the bottom of cap- 
italistic economy. It has already caused foreign investments to 
come to a standstill in certain countries and would, if continued, 
lead more and more to autarchy also in this section of the world. 
The solution for the world of private capitalism seems to de- 
pend upon the possibility that the countries concerned agree upon 
a rule which would give the state the right to expropriate foreign 
property but only under certain conditions, which would have to 
be legally defined and in each case of dispute verified by neutral 
instances, such as arbitral tribunals or similar international bodies. 
In particular this rule would have to define in which cases, and 
in what circumstances, general legislative measures that refer to 
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whole classes of property without discrimination between aliens 
and nationals shall be considered as warranted in international 
law if they do not provide for full compensation. 

This would mean concessions on both sides. Property owners 
would have their rights definitely exposed to legal interference in 
certain cases without the hope of obtaining compensation. The 


expropriating state would have to submit to international investi- 7 
gation into questions of so-called “domestic” character, whenever al 
the justification of its interference with foreign rights is ques- p 
tioned. On the other hand, this possibility of a neutral instance n 
investigating whether the conditions of lawful interference, as h 
established by the rule to be agreed upon, have been fulfilled in ti 
a given case would mean a certain assurance of stability for the b 
foreign owners, and the rule itself would open the way to lawful k 
general measures of social reform in countries which otherwise fc 
would perhaps be obliged to abstain from them by the pressure tl 
for compensation on the part of foreign interests. al 
In view of the fact that even such traditional “private property 1 
states” as England and the United States seem to have reached a 
stage in their internal development where state interference with tc 
property rights for social reasons is no longer considered “un- eC 
natural” or even unusual, it may not be entirely utopian to look la 
forward to a development in the international realm such as that h: 
which has been outlined. But whether the present cataclysmic al 
political transformation of the world will allow any peaceful ve 
creation of new legal rules, may, of course, be seriously questioned. sc 
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EMIL LEDERER, 1882-1939 


Il. THE ECONOMIST"* 
Economic Theory 


y who card-index economic theories will classify Lederer’s 
attitude as influenced by the Austrian masters (including Schum- 
peter) and by Marx, and they might add the influence of the Ger- 
man Kulturphilosophie. But they should not neglect the fact that 
he was very much a man of the 1920’s and 1930's, actively par- 
ticipating in the constructive attempts of post-1918, struggling 
bitterly amid the anxieties and disappointments of pre-1940. He 
knew that his was a time of transition and disequilibrium. He 
foresaw—earlier than most of his contemporaries—that economic 
theory will become an analysis of transition and disequilibrium, 
and that instead of relying placidly on the blind forces of the 
market men will have to learn how to master them. 

Lederer enjoyed analysis. He liked to follow up an assumption 
to its last consequences, to pick up and disentangle the threads of 
economic causation. For the complacent “common sense’”’ of the 
lazy-minded he had a mild contempt. During the greater part of 
his life, and long before the Nazis’ advent to power, phraseologists 
and charlatans—some on the level of rarefied metaphysics and 
verbose methodology, others in the role of outright propagandists, 
some deliberately, others unconsciously—were beclouding the 
minds of German students by vapors of archaic sorcery, nationalist 
myth, class prejudice and heroic brutality. Again and again 
Lederer challenged these magic Pipers. His favorite motto was 
sapere aude. He even dared to write, in 1919, “What we need is 


1The first of these two articles (“The Sociologist”) appeared in the September 
1940 issue of Social Research (vol. 7, no. 3). Of the present article Jakob Marschak 
is mainly responsible for the first section (Economic Theory), Alfred Kahler for the 
second (Dynamics in Economic Theory), Eduard Heimann for the third (Eco- 
nomics of Socialism). The bibliography, at the end of the article, was compiled by 
Alfred Kahler. 
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a bit of the eighteenth century,” when the fashionable longing was ol 
to flee back behind the fifteenth. Thus he earned for himself L 
the insulting name of a “rationalist.” He was indeed a man of ec 
reason. “s 
At a conference of the Verein fiir Sozialpolitik (1922) someone Ww 
told the audience that Schmoller himself, leader of the old “his- wl 
torical” or anti-analytical school, had, on his deathbed, finally fel 
given in: “We must learn to think in terms of free trade’ (frez- du 
hdndlerisch denken). Lederer remarked, “Why not simply: we po 
must learn to think?” ex 
Within the German-speaking world the clearest and most vig- 
orous economic thinking had been done by the Austrians; and lav 
Lederer was a student of Boéhm-Bawerk, Wieser, Philippovich. sta 
Theirs was the form in which he accepted the basic theorems the 
describing economic equilibrium—a useful first approximation be 
and a better approximation than the Marxian theory of value pol 
which, as Lederer showed in his patient yet brilliant Aufriss no! 
(1931), postulates a “socially necessary demand” but fails to ex- Eu 
plain it. Lederer, however, enthusiastically joined his co-student inf 
Schumpeter, who urged the need for a “dynamic” analysis that col 
would transcend the bounds of orthodox Viennese theory, and self 
when Hilferding and Otto Bauer spoke in those Viennese seminars mo 
Lederer must often have taken the side of the Marxists (although was 
Hilferding blamed him severely for having written a paper on it n 
such nonsense as Simmel’s Philosophie des Geldes). He agreed une 
with the Marxists in not believing in the eternal validity of eco- 193 
nomic “laws,” or of such categories as capital and interest. He cou 
saw the sociological conditions underlying all economics, and he int 
thought that to study (or, still better, perhaps to influence) V 
changes in the economic system might be more fruitful than to ing 
contemplate the intellectual beauty of perfect “statics.” alist 
The older he grew, the more he felt attracted, instead, by the attr: 
beauty of history: by the rich and puzzling variety of the civiliza- inte 
tions mankind has created; by the unknown unity which may, of tl 
perhaps, lie behind the variety; and, above all, by the question of to ‘ 
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S our own place in history, of the task of this particular generation. 
f Lederer knew, long before he went to Heidelberg in 1910, that 
df economics is but one aspect of history. A universal history, a 
“sociology of culture,” was then Heidelberg’s theme, and Lederer, 
e while struggling, as one of the “left wing,” against romanticism, 
while upholding the dignity of reason and the rights of analysis, 
y felt his economic relativism confirmed. It was confirmed still more 
- during his two years in Japan, and later this attitude gave him the 
e power to approach without prejudice the Russian and American 
experiments of the 1930's. 

Against Bohm-Bawerk’s belief that unchangeable “economic 
1 law” is always, in the long run, stronger than “‘power” (of the 
state, the trade unions or other social groups) Lederer set the fact 
that, for example, bargaining conditions on the labor market can 
be effectively changed by labor organization and by shifts in 
political power. He knew the interrelation of politics and eco- 
nomics; he closely observed how the depression of 1922 made 
European workers give up some of their gains, how the German 
inflation of 1923, followed later by world depression, prepared the 
collapse of democracy; yet he never was a fatalist. He threw him- 
self into action when the German republic began; he helped to 
mold the economic aims of the German labor movement, which 
was not able to find in its traditions of Marxian theory the tools 
it needed for the current struggles against monetary calamity and 
unemployment, or a concrete vision of socialist planning. After 
1933 he studied fervently and modestly the past and present of the 
country of his adoption, and was soon judged able to help actively 
} in the intellectual shaping of the ‘mature economy.” 

) While a dominant majority at German universities (not includ- 
) ing Austria) despised economic theory as unhistorical and ration- 
alist, and while a growing minority, able young theorists, were 
attracted by a static laissez faire and indulged in aggressive anti- 
interventionism, Lederer became the leader of a very small group 
of those who were rational and theoretical, yet militantly opposed 
to “static” optimism and superstition. Like those truly exact 
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economists— Walras, Pareto, Pigou—he did not believe that cap- 
italism was the best economic system. Hence his active work in 
the shaping of the present and, even more remarkable, his fore- 
sight of the future development of economics. 

He knew that two lines would mark the progress of that disci- 
pline, each of them piercing the frontiers of the traditional dogma: 
the problem of imperfect competition, and that of unemployment. 
He saw these problems independently from and probably earlier 
than the Cambridge school. Enough has been said above to indi- 
cate that the atmosphere in which Lederer worked after he left 
Vienna was not conducive to concentrated economic theorizing. 
He was distracted by rearguard actions against the demon Stu- 
pidity, by tumultuous politics and by his deep urge to approach 
social problems from a more universal, and more artistic, angle 
than that of a specialized economist. He did not concentrate his 
mind on curves and equations; in fact, he often described his 
work as “sketching.” His style of thought lacked the finality and 
precision of today’s English masters, and, in particular, the bril- 
liance of Keynes, but his intuition was equally strong, and the 
paths he showed to economic thought, and tried himself to tread, 
were those which today most economists know to be the promising 
ones. 

Lederer observed the fact of “unused economic resources.” 
They should, in the long run, disappear, according to the old 
teachings. But they don’t. Costs should obey the “law of decreas- 
ing returns.” They don’t—first, because wherever absolute com- 
petition is absent it is not profitable to work to full capacity; and 
second, because any transition from old to new data—changes of 
technology, for example—involves slow adjustments, not the in- 
finitely quick adjustments assumed by simplified theory. 

The interplay and relative importance of these two factors— 
imperfect competition and dynamic changes—are not too clear 
even today. Lederer drew from their simultaneous existence im- 
portant conclusions. Various prices and incomes do not respond 
to technological changes (or to changes in population and the 
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)- like) with the same speed. In particular, wages and fixed incomes 
n lag behind rising prices during the boom, as they lag behind 
e- falling prices during the depression. This accentuates cyclical 


profits and losses, thus inducing the employers to violent changes 


i in the degree of employment. Further, since consumption goods 
7 are bought mainly by wage-earners, while savings are made mainly 
t. out of profits, the lag of wages behind profits means, in times of 
r boom, a lagging of the consumer goods industry behind the 
i- producer goods industry; and this may soon lead (according to 
ft a principle which economists have since called “the Relation”) to 
z a lack of orders for the producer goods industry itself, and thus 
1 to a collapse of the boom. This situation justifies attempts at a 
h deliberate policy: a redistribution of incomes would mitigate 
e the fluctuations, by abolishing the “disproportionality” between 
is consumption and savings, and between consumer and producer 
is goods industries. 

d The unused resources themselves determine the possibilities 
l- and limits of such a redistribution. Those who urge “‘first to pro- 
e duce, and then to distribute” ignore the beneficial effect which 
l, a well-devised redistribution of incomes may have on production, 
g an effect arising from the fact that the poor consume and do not 


hoard. While the Keynes school is equally favorable to income 
? redistribution and credit inflation 2s measures to be taken in a 


1 time of depression, Lederer was more cautious with regard to the 
- latter: he still had a vivid memory of the German inflation. To 
\- mobilize unused resources by credit expansion without incurring 
1 the danger of an uncontrollable price rise, credits should be used 
f in such a way as to increase the flow of consumer goods at equal 


. pace with the increasing purchasing power; this cannot be 
achieved by public works of the usual type, creating, as they do, 
* goods of very long durability. Expansion of consumer credit, on 


r the other hand, would meet great practical difficulties. 
. Lederer’s fear of a runaway inflation was probably justified by 
| the psychological conditions of post-inflation Germany, when even 


a mild price rise might indeed have degenerated into a strong 
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one, and in fact any substantial rise of prices might, under the 
international conditions of that time, have endangered the Ger- 
man gold reserve; a devaluation of the currency as an alternative 
to the loss of gold was out of the question. This concern with the 
price level explains not only why more of Lederer’s attention was 
given to the redistribution of incomes, but also why he was care- 
ful to distinguish between the financing of goods of long and of 
short durability, a point largely neglected by the advocates of 
credit expansion in England, Australia or the United States. 

It was because of his regard for dynamic changes and for the 
facts of imperfect competition that Lederer was able to pass be- 
yond the position that any artificial distribution policy will defeat 
its own purpose, and that the shares of labor and capital in the 
flow of national income are fixed in the “best possible way” by 
their relative productivities. It is the degree of competition that 
determines income shares, given the productivities. The difference 
between the industrial wage rates prevailing, for example, in 
England and in China cannot be explained without regard for 
the differences in the organization, will to resistance, and knowl- 
edge of market conditions among the English and the Chinese 
workers; and in England alone wages would be different if the 
workers’ and the employers’ chances to starve in the event of 
their contract being disrupted were the same. Relative bargaining 
power is a magnitude neglected in the old theory of distribution, 
based on the idea of perfect competition. It is a magnitude which 
is effective and which can be influenced. It is an institutional 
category. 

In this matter of income distribution Lederer focused his atten- 
tion on wage rates more than on income taxes and relief. There- 
fore he was not able to meet the argument of those who rightly 
try to avoid penalizing the employer for employing people. But 
his whole trend of argument could be easily adjusted—his ulti- 
mate concern being, of course, not the wage rates alone but the 
total incomes available for consumption and saving. | 

Lederer was never satisfied with that type of economic thinking 
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which, after having shown that a certain situation is the optimal 
one for all concerned, finds it unnecessary to bother about the 
path by which that situation can—if ever—be reached. (This is 
why, though bored by mathematics, Lederer welcomed the work 
of Tinbergen, in which the transition patterns are squarely faced.) 
Low wage rates may lead to full employment if enough time is 
given for adjustment; but if certain adverse, secondary effects of 
low wages—such as low consumption—happen to come more 
quickly, what then? He saw—with Schumpeter and Keynes— 
that the flexibility of credit, its deliberate control if necessary, 
might simplify the transition problem. But he was more skeptical 
regarding the feasibility of a credit policy—not only because of 
undesirable price changes, already mentioned, but also for polit- 
ical reasons: Lederer’s sociological imagination suggested to him 
that even if entrepreneurs as individuals might recognize such a 
policy as economically favorable to them, they might oppose it as 
a class. This forced him to look for solutions less simple than 
monetary policy. During the great depression in Germany he 
- boldly advanced the idea of ‘mutual productive services” by the 
unemployed for the unemployed, a solution which was intended 
to avoid the drawbacks of public works and deficit spending. It is 
similar to some attempts made later in Wales and is substantially 
analogous to the food stamp scheme of the United States Depart- 
ment of Agriculture. But the administrators and labor leaders of 
the dying Weimar republic were too tired for experiments. 

As this example shows, Lederer was not afraid of solutions 
which lack the universality of monetary or taxation measures and 
even imply detailed insight into the conditions of particular indus- 
tries—a somewhat unusual attitude in an “abstract” theorist. He 
: advocated a discriminatory wage policy shaped to encourage, 
in the present particular situation, investment in housing—the 
housing industry, with its subsidiaries, being the most promising 
field for large investments, unduly hampered by “sticky” wage 
conditions. He was skeptical of the automatism of the interest rate 
as an anonymous regulator of investments, and he refused to be- 
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lieve that investments would necessarily flow into the right chan- ti 
nels (right from the point of view of long-term public welfare) if t] 
simply left to the “self-financing” policies of corporations, to the Si 
interested wisdom of the banker or to the ecstasies and melan- e 
cholies of the stock exchange. He watched attentively the collapse 
of 1931, and his conclusions with regard to investment policies tl 
became more tinged by “planning” than his production or price th 
policy had ever been during the collapse of 1919. p 
The “Austrian” basis of Lederer’s economics meant exact and L 
strong thinking. It did not mean for him the ultimate solution. Ci 
He saw the real world, and his mind was open to the puzzle of b 
economic “dynamics” (business cycles, technological progress, pop- © 
ulation growth or decline) and to the great historical question of ir 
economic institutions which may improve upon, or altogether suc- te 
ceed, the institutions which capitalism has developed in its later fu 
days. th 
Dynamics in Economic Theory - 
While the theory of economic “‘statics” has narrowed down more 01 
and more to a set of mathematical deductions, the economic theory th 
of “dynamics” has remained a field for adventure. Because of the Ww 
history of economic science its task has become one of reintroduc- pl 
ing reality into theory. The “‘stickiness” of prices, lags in the rate af 
of interest or wages, hoarding, decrease in competition, changes ar 
in technical trends or even in the political atmosphere, must be sO 
considered. But the selection of the “right assumptions’ has ar 
proved a difficult task. The ‘“‘assumptions” have to be valid and pl 
they have to be of importance. Lags in time series may be ascer- 
tainable by statistical tools, but mechanical devices are incapable ex 
of measuring changes in competition, in the political atmosphere de 
or even in business psychology. Such factors are, for the most part, lit 
of a non-mathematical character, and their selection and weighing sw 
may require judgments in fields usually belonging to the political gr 
or technical sciences, to psychology, history or sociology. Their wl 


inclusion makes economics less “exact” but possibly that much du 











EMIL LEDERER 87 


truer, and is necessary to raise economics from the status of hypo- 
thetical deductions to a description of economic life, that is to 
say, to make it again a social science. Lederer’s broad knowledge 
eminently fitted him to pioneer for this vitalization of economics. 

His theory of the business cycle, advanced in 1923, centers upon 
the idea, which in recent years has again been widely discussed, 
that, in regard to consumer goods, consumption, investment and 
production develop at different rates. The period of prosperity, 
Lederer reasoned, is characterized by increased production of 
capital goods and increased plant construction, paid for largely 
by additional credits. This leads to a rise in the price of com- 
modities and an increase in profits, while wages and salaries, the 
income of civil servants and farmers, and the income from in- 
terest and rents, follow only slowly. The rise in profits favors 
further investments. But after a construction period of some years 
the newly accumulated capital begins to produce. Since purchas- 
ing power has only slowly increased, the prevailing rate of con- 
sumption cannot carry the enlarged capital structure. A pressure 
on prices develops all along the line, from consumer goods up to 
the distant raw materials and producer goods. The break in prices 
will begin at whatever happens to be the weakest point of the 
price structure, and a general decline in prices will follow, again 
affecting commodity prices and profits first, while wage rates, sal- 
aries and interest income follow slowly. The latters’ share in the 
social product now increases, as it decreased during the upswing, 
and this helps to overcome the “disproportionality” between the 
production of consumer goods and the rate of consumption. 

At the bottom of the depression the rate of consumption even 
exceeds current production, and stocks in the hands of dealers are 
depleted. This paves the way for a new expansion, along the same 
lines as before. Lederer thus summarizes the process: “The up- 
swing is initiated by the relatively increasing consumption of the 
groups with fixed or wage incomes, which empties warehouses 
while production declines . . . When consumption exceeds pro- 
duction, and this is the case in the trough of the depression, the 
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prerequisites are given for rising prices and thereby for a new 
upswing. But prices rise unequally, and while, on the one hand, 
this provides for accumulation, on the other hand it makes for 
difficulties in the profitable use of newly accumulated capital, thus 
leading to a new crisis.” 

Similar ideas were held by Sismondi, Rodbertus and Marx, al- 
though not formed into a closed theory. Tugan-Baranowski, how- 
ever, contended that the lack of purchasing power would not 
develop if the extension of plants went on continuously and at a 
progressive rate; demand for capital would increasingly feed on 
expansion of capital, growing more and more independent of con- 
sumers’ purchasing power. Lederer rejected this theory, less be- 
cause of any logical flaw than for its lack of realism. Sooner or later 
investments do result in increased production of consumer goods 
and a consequent glutting of the markets. 

Less well-maintained is Lederer’s belief that the relatively high 
consumption during the depression will automatically cause re- 
covery. Developments since 1929 have conspicuously contradicted 
this thesis, as Lederer well recognized. Undoubtedly there is a 
considerable amount of dissaving during the depression, and this 
helps to set an end to the decline in general business activity. But 
dissaving may cut so deeply into the purchasing power reservoirs 
as to exhaust them before an increase in production follows,’ and 
then an upswing requires other incentives. At present it is widely 
held that ‘technical progress” would provide such inducements, 
though the old Marxian theory held that technical progress dis- 
places workers and creates an industrial reserve army, rather than 
helping to overcome unemployment. 

Lederer investigated this problem extensively. He saw truth in 
both theses and thought them not incompatible. In Technical 
Progress and Unemployment (1938) he distinguished between 
innovations and technical improvements, the respective effects of 


2“Konjunktur und Krisen” in Grundriss der Sozialékonomik, section 4, part 1 


(1925) pp. 303-04. 
8 John Maurice Clark, Strategic Factors in Business Cycles (New York 1934) p. 86. 
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which are very different. He used the term innovations for new 
commodities introduced into consumption, while technical im- 
provements are devices which lower the costs in existing lines of 
production. Railroads, telephone, telegraph, automobiles, were 
primarily new commodities: their importance as cost-saving de- 
vices in the existing set-up of production was small. The intro- 
duction of new commodities has mainly a labor-creating effect. 
There are two reasons for this: first, such commodities require 
new industries, therefore new construction activity; second, as the 
new industries commence production they offer new jobs without 
having a labor-displacing result. It is true that the new products 
divert a certain amount of purchasing power from the old, but 
this diverted purchasing power benefits the hitherto unemployed 
producer of the new products, who will use it in the consumption 
of the old products; thus demand for the old products will not fall. 
It might be assumed that prices would have to decline, but Lederer 
held that this does not follow, since the velocity of money is “ex- 
traordinarily elastic” (pages 29-30); money, as a rule, follows rather 
than creates fluctuations in the volume of production. In short, 
then, the development of new products and new industries serves 
to absorb an ever-increasing number of workers. Even changes in 
tastes or in the conditions of foreign trade may lead to such addi- 
tional employment, without reduction in the business of the old 
industries. 

From the point of view of static theory this reasoning seems 
strange. To be sure, new industries may mean new employment 
without reduction in old industries—but old industries should 
be able to grow and to absorb more labor without the advent of 
new commodities and industries. To this Lederer countered that 
established industries usually produce below capacity, and there- 
fore an active expansion in their realm is most unlikely. ‘Today we 
see the realism of such thinking and appreciate its explanatory 
value. 

The relation between technical improvements, that is to say, 
cost-saving devices, and employment, presents a much more diffi- 
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cult and complex problem. Cost-saving usually means labor-saving 
and therefore displacement of labor. This is scarcely disputed. The 
question is whether the lowering of costs leads spontaneously and 
automatically to developments which reabsorb the displaced 
workers, and within not too long a period of time—as Lederer 
said, within at most one year.‘ 

In investigating this problem Lederer distinguished many cases 
and situations for which the answer might be different. There is 
first the purchasing power argument. If technical improvements 
save wages the difference will become profits, assuming that prices 
are stable. Since these profits are purchasing power, as wages were 
before, they could lead to the reemployment of the displaced 
workers. Lederer held, however, that the actual outcome depends 
on the way in which the profits are used. If they are used to buy 
those commodities which the displaced workers bought before, 
the purchasing power circle will be closed again; no secondary 
unemployment would result, but neither would there be a re- 
employment of the displaced workers. On the other hand, if the 
profits buy different commodities, a new demand for workers will 
develop which can perhaps be filled by the displaced workers. 
These would again earn wages and continue buying the old com- 
modities: compensation has occurred and secondary unemploy- 
ment has been prevented. The extra profits, however, might not 
be consumed at all. If they are hoarded there will be not only 
primary but also secondary displacement, since the workers who 
worked for the displaced workers will also be laid off. Finally, if 
the profits are invested the displaced workers may find employ- 
ment in the production of capital goods. 

All these arguments hold also if the saving of costs leads to a 
reduction in prices, except that then the consumers will have com- 
mand of the purchasing power. 

Besides this purchasing power argument, Lederer investigated 
the effects of technical improvements on the economy’s capital 
equipment. Marx’s main thesis was that technical improvement 


4 Technical Progress and Unemployment, p. 46. 
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would increase the capital intensity of production. If the employ- 
ment of one man had hitherto required a capital equipment of, 
say, $4000, the introduction oi new machinery might increase this 
to $5000. Thus a given capital sum would have a diminished em- 
ployment capacity. If under old conditions a given increase in 
capital had been sufficient to absorb the growing number of 
workers, a higher capital intensity would necessarily leave a por- 
tion of the workers unemployed. 

But this argument attributes unemployment to scarcity of cap- 
ital, while developments since the later 1920’s have pointed rather 
to a superabundance of capital. Further, Lederer himself made 
the point that the character of technical progress has changed. In 
the nineteenth century technical progress appeared chiefly in the 
consumer goods industries, where a larger capital equipment 
helped to reduce the cost of production. In the twentieth century, 
however, technical progress has penetrated more and more into 
the producer goods industries. This tends to reduce the price of 
capital goods and thereby lowers rather than increases the amount 
of capital needed per worker. Under these conditions reemploy- 
ment should not be hampered by lack of capital; the reabsorp- 
tion of the displaced workers depends chiefly on increasing 
consumption. 

This leads back to Lederer’s theory of the business cycle and to 
the relation between technical progress and prosperity in general. 
Lederer never denied that investments raise business activity, nor 
did he overlook the fact that technical improvements might 
necessitate investments. He nevertheless maintained that technical 
improvements have contributed to our depression. Cost-saving 
improvements might very well require comparatively little new 
capital: they might be paid for out of depreciation charges which 
would be invested anyhow. The new machinery, however, lowers 
the wage disbursements, and when this happens during a depres- 
sion only a further decline in consumption will follow. This was 
borne out by the events following 1929. 

When technical progress takes place during an upswing in busi- 
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ness activity the effects cannot so easily be seen. The technical 
progress itself will require some new investment expenditures, for 
the duration of which purchasing power will be enhanced. There 
will also be other investments not due to “technical progress,” and 
so long as all these investment expenditures are actively carried 
on, the wage-saving effects of technical progress will be compen- 
sated. But the greater the technical progress and the greater the 
displacement of labor, the more capital investment is necessary 
to counterbalance the declining share of the consumers in the 
national product. The whole structure of production has to be- 
come increasingly top-heavy to avoid the glutting of the consumer 
markets. If, finally, the break in the structure of production occurs 
because of the too narrow basis of consumption, the effects of tech- 
nical progress will be felt doubly. In the words of Lederer: “Un- 
employment, which is first concealed by cyclical conditions, is none 
the less latent under this disguise, and the reaction is therefore all 
the stronger when, after the period of feverish investment, the 
expansion of the economic system is forced back by restrictions 
of credit and by . . . the disturbances due to disproportionate 
distribution of the national income.”® The business decline will 
be greater because the labor displacement has weakened the rela- 
tive strength of labor income. This deepens and prolongs the 
depression so that finally state intervention may become neces- 
sary.© Thus rapid technical progress creates at the same time 
relative overcapitalization and a large number of idle workers for 
whom sufficient capital equipment would not be available if they 
were to be employed. 

This analysis distinguishes Lederer’s theory from that of abso- 
lute overaccumulation, which has not infrequently been accepted 
in the Keynes discussions of recent years. Absolute overaccumula- 
tion presupposes a capital equipment large enough to provide 
every employable worker with a machine whose efficiency cannot 
be further improved upon. Then the physical marginal produc- 


5 Ibid., pp. 218, 219. 
6 Ibid., p. 247. 
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al tivity of capital is absolute zero, or at least below any feasible rate 
or of interest. In Lederer’s theory the absorption of capital becomes 
€ blocked because of a discrepancy between consumption increase 
d and investments; only by this discrepancy can one explain how 
d an “oversupply” of capital develops in spite of the fact that society 


1- has less than the “ideal” capital equipment. 


e But Lederer was critical toward technical progress also because 
y he believed that it does not absorb so much capital as is often 
e assumed. As was said above, improvements might be completely 
- paid for out of depreciation charges, and then there are only dis- 
r placing results. 

Ss What is needed are innovations, that is, new commodities, new 


- industries, geographical expansion. These are favorable to a rapid 
; development of capitalism. A quick succession of them helps to 
e overcome capitalism’s inherent weaknesses and antagonisms. But 
l these innovations have become scarce, while technical improve- 
: ments have played a leading role, not only during the 1920’s but 
5 also during a good part of the depression. Technical develop- 
ment has undergone a qualitative, or, as Lederer said, a structural, 
change, which has contributed substantially to the duration of 
, the stagnation. 

Such were the ideas of Lederer in the field of economic 
dynamics—at once abstract and realistic. 


Economics of Socialism 


| The German socialization movement of the first postwar period, 
and Lederer’s role in it, can be understood only in the context of 
the chaotic conditions immediately following the collapse of the 
German empire. The empire had fought the war under the leader- 
ship and responsibility of the traditional rulers, the Prussian nobil- 
ity, and under the economic control of the heavy industries. It 
was these powers which were directly discredited by the disaster. 
The reaction, coming after authoritarian, half autocratic rule 
(during the war the autocracy was complete), was necessarily 
democratic; coming after the ruin of a regime which had enjoyed 
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in peace and war the submissive support of the bourgeoisie, which 
in other countries was in political as well as economic control, it 
swung to the left and seemed for a moment to throw the Reich 
into the lap of labor. 

This was an illusion, of course, because labor had in fact won 
no victory which could test its power and mission to rule. But 
labor was at least an active force at a moment when all other forces 
appeared paralyzed. That the reconstruction could be attempted 
only on the basis of the power and ideals of labor appeared logical 
to a man of Lederer’s moral sentiment and methodical approach. 
The labor parties, on the other hand, understood the need of call- 
ing for advice and help from a man like Lederer, whose moral and 
intellectual integrity had signally stood out in the moral confusion 
of wartime. Thus Lederer became a member, and practically the 
leader, of the socialization commissions in Germany and Austria 
during the years 1918-20. Their stenographic records are full of 
his contributions, and their reports are based on his drafts and 
clearly show his handiwork, although Schumpeter’s and Hilfer- 
ding’s shares should not be neglected. The paper on socialization 
which he read before the German economists’ association at the 
meeting in Regensburg in 1919 (“Probleme der Sozialisierung,” 
published in Schriften des Vereins fiir Sozialpolitik, vol. 159, 1920) 
is his most important utterance on the subject, and although it is 
totally dependent on the circumstances of its origin it is mem- 
orable as one of his most brilliant works. The booklet which fol- 
lowed (Deutschlands Wiederaufbau und weltwirtschaftliche Neue- 
ingliederung durch Sozialisierung, 1920) is not quite in the same 
class; perhaps in no other of his works was Lederer so much under 
the impression and sway of immediate political troubles. 

Nothing in Lederer’s widely ramified work proves more clearly 
his fundamental liberalism than these teachings, which form the 
climax of his career as a socialist. Not that he advocated any half- 
hearted measures of a middle-of-the-road character; here as always 
he insisted that the decisive hours of history demand determined 
action of man. He objected to Rathenau’s comprehensive project 
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ich for a gradual reconstruction precisely on the ground that it did 
, it not reach the necessary determination as to which of the contend- 
‘ch ing social forces had to be put in control of the system, and that 
it thereby prevented the unleashing of the energies required for 
on the work of reconstruction. In taking this position Lederer claimed 
ut to represent the revolutionary Marxian approach as against what 
"es appeared to him as a biased bourgeois dilution of socialism. All 
ed the more, then, do the liberal motifs of his own solution com- 
-al mand attention. 
h. Lederer’s liberalism meant two things: first, the encouragement 
ll- of personal energy and initiative; and second, the coordination 
ad of individual efforts, not by any administrative machinery but by 
yn the automatic process of the market. These are the guiding ideas 
he of his thinking in that hectic period. 
ia In the unfettering of personal energy and initiative the points 
of of view of economic productivity and human self-realization 


d coincide. What Lederer blamed on capitalism was not too much 
but too little encouragement of individual initiative. For their 
decisions, responsible managers have to seek the approval of 
absentee owners, whose interests may be differently focused. On 
” the other hand, they have incessant trouble with the masses of 
)) operators, whose natural urge to participate in responsibility is 
blocked by the property arrangement. The first of these two 
obstacles would be done away with by canceling the rights of a 
|. group that has no function in production; this group would be 
indemnified in bonds but would lose its jurisdiction over man- 
agement. The second obstacle, the refractoriness of the workers, 


e 
suggests the necessity of accepting and recognizing them as re- 
sponsible collaborators, not by way of any moralistic phraseology 

y but by institutional reconstruction. Shop councils would introduce 

2 well delimited rights and responsibilities; they would organize 

q labor on the basis of industrial units instead of trades which cut 

; across industries, and would provide for the representation and 

1 participation of workers not only in the smallest units of produc- 


tion but also in the higher levels of the new structure. It is no 
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contradiction but rather the point of the argument that in all its t 
decisions the management should be responsible and free from a 
interference; but it should be responsible to the representatives p 
of the workers and the other groups directly concerned, as under 0 
capitalism it has been responsible to owners. Lederer was at great o 
pains to shield and accurately delimit this freedom of decision. t] 
It can be seen that Lederer’s theory of socialization is not an C 
economic theory but a social and political theory. What matters, in d 
his opinion, is the influx of new social and political forces into in 
the economic system, so as to revitalize what is hardening and tl 
modernize what is outdated. In Wiederaufbau he went so far as al 
to say that socialization is the self-defense of the defeated pro- 
letarianized peoples against the capitalistic victors. Socialization, al 
he maintained, was greatly facilitated in Germany, in regard to tc 
its negative prerequisites, by the depreciation of all values, a p! 
depreciation brought about by the war economy and the subse- al 
quent inflation, which by that time had begun to gain momentum. at 
This depreciation process, or in other words, the growing margin be 
between German and world market prices, played a major role in e 
the debates of the Socialization Commission because it forced on al 
postwar Germany a continuation of the system of war economy to 
which, with its bureaucratic control of the prices of vital neces- in 
sities, rents and the like, appeared to many to be a prelude or ec 
transition to socialism. Lederer thoroughly disapproved these cur- el 
rent ideas of ‘‘war socialism” and its peacetime continuation. The to 
issue, in his emphatic opinion, was not that of compulsory econ- al; 
omy versus free economy, but of socialism versus capitalism. W 
German properties were being purchased by foreign buyers, at in 
unbelievably low prices, and Lederer insisted (again in Wieder- th 
aufbau) that if socialism were achieved in time, vast values would we 
be saved for the German economic system. He wanted to stop tri 
these purchases by letting German prices attain the world level, in bu 
other words, by integrating the German economy into a normally in: 
functioning international price system. as 
This then is the second major point in his socialist liberalism— ab 
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that the regulatory machinery of the system should be made as 
automatic as under free capitalism. As he summarized the two 
points in his Regensburg paper: ‘““The problem is how to create, 
out of free will, an automatism of economic life which is not that 
of capitalism and in which the organization of production and 
the distribution of social positions are so regulated, without in- 
creasing authoritarian coercion, as to promote both economic pro- 
ductivity and social justice.’”” Economic liberalism as incorporated 
in the market process is thus considerably more comprehensive 
than capitalism; it comprehends, besides capitalism, if capitalism 
at all, Lederer’s idea of socialism. 

The advantages of automatic price regulation by the market 
and the necessity of profit as a test of efficiency seemed so obvious 
to him that he never found it worth while to discuss them. In a 
plan for a unified organization like that recommended by him 
and his associates for the coal industry one might expect to find 
at least a discussion of where price is to be fixed in the interval 
between cost price and monopolistic price; instead Lederer relied 
exclusively on the participation of consumers and government- 
appointed experts in the supervisory work of the Board of Direc- 
tors to prevent excesses of monopolism. This again is a social and 
institutional theory of how to determine price, rather than an 
economic theory of where to fix it. He cared but little for the 
elaborate theory of a socialist economy based on accounting costs; 
to engage in such highly speculative inquiries would have been 
alien to his eminently practical instinct as an economic theorist. 
What he was interested in was the maintenance, in the socialized 
industries, of the formal machinery of demand and supply, so that 
these industries might fit in with the surrounding capitalistic 
world. For while he insisted that in Germany many key indus- 
tries—coal and iron, potash, several branches of chemistry, ship- 
building, spinning, leather, cement, forestry, big rural estates, 
insurance—were ripe for nationalization and should be organized 
as autonomous economic units, he was equally emphatic about the 
absence of that essential ripeness in the economic system as a 
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whole, in Germany as in the other leading countries. The thing 
to do is to build the socialism of the future “from below” by 
transforming single industries into socialist corporations and keep- 
ing them fully operative in the market, perhaps more so than they 
are under capitalism. 

The confidence which Lederer placed in the price system may 
surprise those who look to him as the later leader in business 
cycle theory. As a matter of fact, in his early writings on socializa- 
tion he even went to the extreme of explicitly denying that capi- 
talism is liable to any serious troubles for purely economic rea- 
sons. There are two equally consistent economic principles, two 
different methods, by which a plan of production may be realized: 
the principle of the market and that of wholesale centralization. 
Lederer considered it unsound to expect an early breakdown of 
the former ‘‘as long as the system grows through capital integra- 
tion.” He held that the inner contradictions in capitalism are not 
of an economic but of a sociological and psychological nature (and 
imperialism is largely attributed to feudal remnants, much in 
Schumpeter’s manner); hence the social structure of the enter- 
prises can and must be changed, but the prerequisites for a mar- 
ketless centralization are not existent. 

One might say that it is on the ground of Marxian philosophy 
and method that Lederer rejected the economic utopia of Marx- 
ism. His Regensburg paper gives a penetrating analysis of the 
conflict in terms of principle. Bolshevism he described as “volun- 
tarism,”’ that is, the use of however violent means to produce a 
condition which is desired, even if suciety is not ripe for it. He 
by no means denied the decisive role which will power plays in 
history, and he emphasized the class character of will power, but 
he held that will power has to achieve the historically necessary 
things in accordance with the degree of ripeness of the objective 
structure, instead of violating the structure. He clearly foresaw 
the disruptive effect of bolshevism on the working class, in which 
it produces a class conflict between the employed and unemployed, 
for its true interest is not in the inner urge arising from the ob- 
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jective structure of society and production but in all sorts of anx- 
ieties and even accidental emergencies that may be exploited to 
discredit and blow up the objective structure. Likewise a con- 
tinued war economy, because it violates the innate tendencies of 
the social and economic structure, must ultimately either break 
down or lead to bolshevism, which was the term for the only form 
of extreme totalitarian dictatorship known at the time of these 
writings. 

The open mistrust with which he viewed the beginnings of the 
Russian system did not blind him, however, to the greatness of the 
experiment, which he studied in Russia in 1932. His profound 
sense of cultural values was naturally repelled by the primitive 
materialism which, for example, told a highly gifted people that 
the only remarkable thing about the Middle Ages was the ex- 
ploitation of peasants by lords. Only a country on the very thresh- 
old of its development could follow such a line; in western coun- 
tries education and awareness were already sufficiently developed 
to make this kind of simplification not only undesirable but un- 
feasible. He readily conceded, however, the great advantage of 
such simplification for the revolutionary reconstruction. It in- 
spired millions of humble people with a faith that unleashed their 
energies and enabled them gladly to accept a life of constant strain 
and heavy sacrifices for many years. Whether the economic result 
fully corresponded to the concept of planned economy might be 
debatable, he thought, as there were plenty of disharmonies and 
bottlenecks, and the real test could come only when consumers’ 
wants could be satisfied to a considerably higher extent; and 
agrarian collectivization too appeared as a largely unsolved prob- 
lem to the sympathetic but critical observer. But Russia did prove, 
in his opinion, that an industrialization process on the largest 
scale and at the fastest pace is possible without any entrepreneurial 
prerogatives and profits or the problems implied in them. 

Lederer’s impression of Russia, as contrasted with the deepen- 
ing shadows over Germany, contributed, in his booklet on planned 
economy (Planwirtschaft, 1932) to a certain revision of his earlier 
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teachings on socialization. His growing fascination with business 
cycle studies led him to qualify his earlier thesis that there is no 
inherent economic contradiction in capitalism. While he still in- 
sisted that the main disturbance is political, he held now that the 
machinery of capitalism is wrongly geared. Credits are used 
largely to finance long-term investments, directly and indirectly, 
and cannot be liquidated when called in or when a rise of the 
discount rate makes them unprofitable. Therefore the banks re- 
sort to a qualitative control of credits, and the volume of credit 
and money has to be determined not by normal banking methods 
but according to the needs of the total economic system. These 
are the techniques of a planned economy, but they are of neces- 
sity inadequate in the hands of private institutions and will come 
into their own only as organized society puts them to deliberate 
use. Credit control thus becomes production control. 

It is hard to say whether in these somewhat sketchy remarks the 
author rescinded his earlier socialist liberalism or only qualified 
it by introducing a centralistic device supplementary to and con- 
sistent with the market. The latter view may be corroborated by 
Lederer’s assertion that such an organized control of credits 
achieves only what a correctly functioning interest mechanism 
would achieve. Moreover, his criticism of the Nazi economy, a 
few years later, was based predominantly on the traditional liberal 
point of view. 

Thus Lederer’s position manifests in perfect equilibrium the 
classical traits of the Marxian doctrine: the socialist confidence in 
the working class as the rising force in present-day society, and the 
conservative confidence in the growth and reasonable transforma- 
tion of society. Both are overshadowed, however, by his liberal 
confidence in freedom and spontaneity, which he felt should and 
can be preserved and developed as the driving force and the soul 


of the social process. 


Epirors’ Note: A bibliography of the writings of Emil Lederer is presented in the 
following pages. 
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BY ERNST KARL WINTER 


The National Problem 


‘in positive and negative meanings of the reign of Francis Jo- 
seph can be found in an analysis of its national and social problems. 
When the empire of Francis Joseph was at its height, it had nearly 
40 million inhabitants;? after the loss of Lombardy-Venetia and 
the occupation of Bosnia-Herzegovina, it had about 50 million. 
Its political idea was still that of 1526: the combination of the Aus- 
trian hereditary countries with both the Hungarian and Bohemian 
crowns. Because Croatia-Slovenia-Dalmatia had a national crown 
of her own and Galicia-Lodomeria represented the heritage of the 
Polish crown, the empire was sometimes called the Austrian pen- 
tarchy or even, if the Rumanian and Ruthenian ideas were in- 
cluded, a heptarchy. 

The enduring problem which confronted this Austrian league 
of nations was to find a synthesis between historic rights, advocated 
by Kossuth and accepted for Hungary in 1867, and national rights, 
advocated by Palacky and realized with some exceptions by Czecho- 
slovakia in 1918. As it has been the tragedy of Austria that she 
failed in this synthesis, so also have the Magyars and Czechs, the 
inheritors of the Austrian problem, wavered between the two con- 
ceptions. The Magyars in their prime stood for the historic right, 
but conceived it as their right to Magyarize racial minorities. The 
Czechs in their prime ambiguously combined the historic right (by 
their inclusion of the Sudeten Germans) and the national right (by 
their inclusion of the Slovaks). 


1 Part I of this article appeared in the November 1940 issue of Social Research (vol. 
7, no. 4, pp. 480-95). The article is concluded with the publication of this instal- 
ment. 

2 Germans, 7.9 million; Czechoslovaks, 5.9; Poles, 2.1; Ruthenians, 3.0; Slovenes, 
1.2; Croats, 1.3; Serbs, 1.4; Italians, 5.6; Rumanians, 2.5; Magyars, 4.9 (Karl F. v. 
Czoernig. Ethnographie der dsterreichischen Monarchie, Vienna 1857). 
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In Hungary’ the Germanizing and centralizing tendencies of the 
Austrian rulers clashed with the innate national consciousness of 
the Magyars. Joseph had refused to be crowned with St. Stephen’s 
crown, which he had brought to Vienna. He had introduced the 
Austrian district administration, abolishing the autonomy of the 
counties and substituting German for Latin as the official language. 
But he himself had to revoke all these measures and send back the 
holy crown which, to the great excitement of the people, reached 
its shrine the day after his death. Leopold and Francis were again 
crowned “apostolic kings.” Hungarian romanticism had its begin- 
ning in the prerevolutionary period, under the leadership of Count 
Istvan Széchenyi who, under Bentham’s influence, became the pro- 
tagonist of reform. When he visited England he was deeply im- 
pressed that “even the humblest servant has the same right and 
claim to prosperity as the richest people”—an equality “the like 
of which I never dreamed, but which now I see exist.”” He was in 
contact with Metternich, with whom he agreed that economic 
reforms are more important than political reforms. Kossuth too 
originally followed this road, but later turned to the German 
economist Friedrich List’s idea of national autarchy. When Metter- 
nich introduced in Hungary an administrative scheme which en- 
larged the franchise of the municipalities and supervised the au- 
tonomy of the counties, he had to concede Magyar as the official 
language in place of Latin. This was the first discrimination 
against the Hungarian minorities, led at that time by the Croats. 
For more than seventy years the Magyars held the inconsistent posi- 
tion of advocating reforms and demanding concessions from 
Vienna, while refusing them to their national minorities. Thus 
Vienna found herself under the necessity of refusing political con- 


8 Oscar Jaszi, The Dissolution of the Habsburg Monarchy (Chicago 1929) and 
Revolution and Counter-Revolution in Hungary (London 1924); Otto Zarak, Kossuth 
(London 1937); Charles Sproxton, Palmerston and the Hungarian Revolution (Cam- 
bridge 1919); N. J. Szenczi, “Great Britain and the War of Hungarian Independence” 
in The Slavonic Review, vol. 17 (1938-39) pp. 556-70; Dénes A. Janossy, “Great Britain 
and Kossuth” in Archivum Europae Centro-Orientalis, vol. 3 (1937) pp. 53-190; 
Eduard Wertheimer, “Kossuth’s Projekt einer Donaukonfederation” in Oéester- 
reichische Rundschau, vol. 63 (1920) pp. 219-229. 
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cessions in order to protect the social interests of the non-Magyar 
nationalities. 

The Hungarian revolution of 1848 failed because all the Hun- 
garian national minorities were arrayed against Kossuth, and be- 
cause Kossuth misunderstood the policy of Palmerston. It was not 
until years later, when he was in exile, that he abandoned his 
original idea of Magyar supremacy. First he elaborated the scheme 
of a confederacy of Hungary, Poland and Turkey, but he stub- 
bornly refused to consider the national movements of the Serbians 
and Wallachians as realities. “I do not want to see a federalized 
Hungary,” he wrote in 1850. “I wish to maintain one sovereign 
territory and federalize it only with other states like Poland and 
Turkey.” He understood federalism as a federative alliance with 
other states, but not as the federalization of Hungary herself. Not 
until 1862, under Garibaldi’s influence, did he draft his outline for 
a Danube confederation, comprising Hungary, Transylvania, 
Croatia, Rumania and Serbia, and providing for a constitutional 
monarchy on the English pattern, an alternative federal capital, 
and French as the official language. “I beg and implore the Hun- 
garian, Slavonic and Rumanian brothers,” he wrote at this time, 
“to draw the veil over the past.” This project, if Kossuth had ac- 
cepted it in 1848 with Palacky, would have reorganized the Aus- 
trian empire; but in 1862 it became one of the driving forces for 
the Austro-Hungarian compromise. The surrender of the non- 
Magyar nationalities to Magyar supremacy, as agreed in the Austro- 
Hungarian compromise, was more appealing to the Magyars than 
Kossuth’s federative idea. For fifty years they clung to this line, 
which finally led to the destruction of the empire and their own 
downfall. 

There is a strict parallelism, from the Austrian viewpoint, be- 
tween Hungary and Bohemia,‘ the country of the Czechs: the 
same Germanizing policy and the same national awakening were 


4 Karel Kramaf, Anmerkungen zur béhmischen Politik (Vienna 1906); Thomas Gar- 
rigue Masaryk, The Making of a State, Memoirs and Observations, 1914-18 (New 
York 1927). 
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experienced in both countries. The bearers of Czechoslovak ro- 
manticism were the Slovaks® who formulated their national pro- 
gram under the leadership of Ludevit Stur. From Palacky to 
Masaryk many leading Czechs were of Slovak stock. Kossuth him- 
self was of Slovak extraction; but while in Hungary the Magyarized 
Slovak Kossuth triumphed over the Austro-Magyar Széchenyi, 
among the Czech leaders—Palacky, Havlitek, Rieger—the clear 
vision of Austro-Slavism prevailed. They understood the Austrian 
position better than Metternich. “If Austria would realize her real 
advantage,’ Havlicek wrote, ‘‘she would become the dear country 
and fatherland of three great Slavonic nations, Czechoslovaks, Yugo- 
slavs and either Poles or Ruthenians. The interest of the Austrian 
Slavs cannot be to break away from Austria, but to bring their co- 
nationals into Austria.”” But Metternich’s creed was that “Austria 
is an empire embracing in its rule peoples of diverse nations, but 
as an empire it has only one nationality: Austria is German by its 
history, the nucleus of its provinces and its civilization.” 

At Kremsier Palacky sponsored the idea of seven independent na- 
tional states within the framework of the Austrian monarchy: the 
Austro-German, Czechoslovak, Polish-Ruthenian, Yugoslav, Ru- 
manian, Italian and Magyar. He later, in 1865, revised this pro- 
gram in favor of the historic right of the Bohemian St. Wenceslaus’ 
crown, and expressed the significant thought, “We have existed 
before Austria and we shall exist after her.” Thus between 1848 
and 1867 Palacky and Kossuth changed positions. Four times 
Francis Joseph had solemnly promised to be crowned as Bohemian 
king in order to restore Bohemian sovereignty within the Austrian 
monarchy. The Fundamental Articles of 1871, elaborated by Rieger 
under the Hohenwarth-Schaffle cabinet, aimed at an Austro-Bo- 
hemian compromise which would have modified the structure of 
the monarchy into an Austrian-Bohemian-Hungarian empire. The 
speech from the throne in 1879 recognized the Czech viewpoint, 


5 Thomas Capek, The Slovaks of Hungary. Slavs and Panslavism (New York 1906); 
Th. J. G. Locher, Die nationale Differenzierung und Integrierung der Slovaken und 
Tschechen in ihrem geschichtlichen Verlauf bis 1848 (Haarlem 1931); Ivan Dérer, 
The Unity of the Czechs and Slovaks (Prague 1938). 











110 SOCIAL RESEARCH 


but the Austro-Germans and Magyars united to circumvent the 
Czech aspirations. The Taaffe regime formally restored the na- 
tional equality of the Czechs, whose ministers now entered the 
government. The Czech realists considered the restoration of na- 
tional equality a sufficient basis for continuing the struggle for 
restoration of Bohemian sovereignty. In line with this reasoning 
Karel Kramaf in 1906 wrote the prophetic words: “Any weakening 
of Austria means a strengthening of the influence of Germany, but 
for our people the weakening of its importance and the strengthen- 
ing of those who dream of nothing else save how to subject us to a 
ruthless regime of Germanization. The situation of our people in 
the heart of Europe and the development of the international sit- 
uation force us more than ever before to ask for a strong and 
sound Austria as the best guarantee of the future of our people. 
I believe in the words of Palacky and in his belief in the future of 
our people, but I believe too that it would be, I am sure, better 
for us if we never had to prove the truth of these words.” Masaryk 
himself was originally an Austrophile. Only at 64 did he begin to 
“waver between loyalty and antagonism to Austria,” convinced by 
the World War that the task ahead would be “to de-Austrianize 
our people thoroughly.” During the war, however, when Kramaf 
sentenced to death by a military court, was amnestied by Em- 
peror Charles, a slight chance of a Bohemian coronation still 
existed, and might have wiped out decades of error. But the fear 
of German intervention hindered the new orientation, just as 
fifty years earlier the Austro-Hungarian compromise was over- 
shadowed by Sadowa, and the final failure of the complementary 
Austro-Bohemian compromise was due to Sedan. Because Bismarck 
had succeeded Metternich as arbiter of Europe, destroying the 
traditional balance of central Europe and shifting its center from 
Vienna to Berlin, the internal problems of Austria had become 
dependent upon German decisions. Masaryk therefore desired to 
secure for Czechoslovakia greater protection against Germany by 
acquiring national independence under western European super- 
vision. But this was his tragic error, comparable to that of the 
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Austro-Marxists; they could not anticipate that eventually Hitler 
would become the heir of Francis Joseph. 

In all phases of history, whenever the Magyars complicated the 
Austrian problem, Croatia-Slavonia® backed Vienna. As early as 
1713 the Croats had declared their willingness to recognize the 
Hapsburg who resides at Vienna and rules Austria, but the Hun- 
garian king only “‘so long as he is an Austrian, but no Scythian 
tyrant.” This national consciousness was strengthened when the 
three Yugoslav peoples, the Slovenes, Croats and Serbs, first consti- 
tuted themselves in 1848 as the Illyrian nation, under the influence 
of Ljudovit Gaj, Ban Jellacic and the three bishops—one from 
each tribe—Slomsek, Strossmajer and Rajaci¢. This idea of the 
Illyrian nation accelerated the liquidation of the revolution, yet 
nevertheless the reaction struck Croatia too. By the Austro-Hunga- 
rian compromise the Croats, like all other Hungarian nationalities, 
were surrendered to the Magyars and forced to conclude in 1868 
the Hungaro-Croatian compromise which definitively subjected 
them to Hungary. Nevertheless the Croatian peasants, organized 
by Ante Staréevi¢, maintained their traditional loyalty to Vienna 
down to the end of the World War. 

The original Austrian school for Slovenes, Croats and Serbs was 
the imperial army. Both army and church functioned in the south- 
eastern parts of the empire as a framework of self-government. 
For centuries the only means of national autonomy was through 
the Military Frontiers of the Serbo-Croats and Rumanians, with 
their privilege of electing their own voivodes, or through the 
united churches of the Serbs, Ruthenians and Rumanians, and 
the Orthodox church of the Serbs.” In 1690, 40,000 Serbian fami- 
lies, led by their patriarch, settled in the Backa. Two imperial 


® Ante Pavelié, Aus dem Kampf um den selbsténdigen Staat Kroatien (Vienna 
1931); “Autobiography of Stephen Raditch” in Current History, vol. 29 (1928-29) 
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7 Vladislav R. Savié, South-Eastern Europe (London 1918); Spiridon Gopéevié, 
Oesterreichs Untergang. Die Folge von Franz Joseph’s Missregierung (Berlin 1920); 
Momtchilo Nintchitch, La Crise Bosniaque 1908-9 et les puissances Européennes 
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charters assured their autonomy as a nation and freedom for 
their Greek religion, the right to hold national congresses and 
to elect both their patriarch and voivode. Under Maria Theresa 
this privilege was confirmed and three national congresses were 
held. On this model the united bishoprics of the Ruthenians, 
Rumanians and Serbs were reorganized. In 1790 the Serbian con- 
gress was again assembled, as the “Illyrian Diet.” It was because 
they had this autonomy that in 1848 the Serbian national congress 
voted for Austria. Francis Joseph, some days after his accession, 
received a Serbian delegation to which, under Stadion’s influence, 
he issued an imperial patent recognizing the old privilege of the 
Voivodina under patriarch and voivode, again attracting Serbs 
outside of Austria. The Serbian dynasties of both Karageorgjevi¢ 
and Obrenovié had at several times worked for union with Aus- 
tria. There is no doubt that this might have been achieved even 
as late as 1914 by a federative reorganization of the Danube mon- 
archy and by a foreign policy toward Serbia which would not have 
violated her national pride. 

The same neglect hindered solution of the Rumanian problem, 
with which Austria was connected through Transylvania. When 
Joseph visited Rumania he wrote that “palliatives and patchwork 
are here in vain.” Under him occurred the peasant revolt of 1784, 
led by Nicola Horia, for which, as the Magyar nobles charged, he 
was probably not entirely unresponsible. Horia traveled four times 
to Vienna, where the emperor received his complaints, and in his 
words he revolutionized the peasants “by permission and order of 
the emperor.” The revolt was short. Horia, betrayed by his fel- 
lows, was cruelly executed. But the strange consequence of the 
revolt was that Joseph decided to establish in Rumania national 
schools and a seminar for the Orthodox clergy. The intellectual 
center of the Rumanians was the united bishopric of Blaj, where 
the historic studies were promoted by which the Rumanians be- 


8R. W. Seton-Watson, A History of the Roumanians (Cambridge 1934); Joan 
Lupas, “L’empereur Joseph II et Horia” in Revue de Transylvanie, vol. 1 (Cluj 
1934-35) pp. 423-44; “Un tribun du peuple Roumain de Transylvanie: Le prétre 
Vasile Lucaciu” in Revue de Transylvanie, vol. 3 (1936-37) pp. 167-78. 
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; came conscious of their Romanic origin. The bishops of Blaj 
were the traditional leaders of their people, and tried to get the 
Rumanians recognized as the fourth political nation of Transyl- 
vania (with the Magyars, Szeklers and Saxons). Some bishops waged 
, a courageous struggle for this national demand before the im- 
perial court, and the tradition was still alive in 1848 when the 
Rumanian peasants, under Avram Jancu, assembled at Blaj, con- 
stituted themselves a free nation and vowed fealty to the emperor. 
The occupation of Wallachia and Moldavia by the Austrian army 
in 1854 during the Crimean War strengthened the hopes for a 
Greater Rumania, but the Austro-Hungarian compromise a few 
5 years later crushed them. Nevertheless, the Rumanians continued 
to look to Vienna. In 1892 a deputation of three hundred intel- 
lectuals and peasants, under the leadership of the uniat priest 
Vasile Lucaciu, sought to hand a memorandum to the emperor, 
but were refused. Slowly irredentism grew in Transylvania. But 
7 these irredentists, like the poet Octavian Goga who later became 
Rumanian prime minister, still set their hopes on the emperor. 
: When the last Austrian renaissance emerged in prewar Vienna 
during Karl Lueger’s administration, the Transylvanian Aurel C. 
Popovici, adviser of Archduke Francis Ferdinand, wrote his book 
about the “United States of Greater Austria,” repeating Palacky’s 
ideas in the last plea of the Austrian nationalities for modern 
: reconstruction of the Hapsburg empire. 

Perhaps the most far-reaching blunder of Austrian politics 
after 1848 was committed when the historic and linguistic rights 
of the Ruthenians (or Ukrainians)® to parts of Galicia-Lodomeria 
were transferred to Polish hegemony. Stadion claimed the Ruthe- 
nians for Austria and his idea, shared by Metternich, was to par- 
tition Galicia into two crown countries according to the historic 
and ethnographic boundary. This partition, although it would 
have been of tremendous importance, was not achieved. When 


® Michael Hrushevsky, The Historical Evolution of the Ukrainian Problem (Lon- 
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the Poles organized their national council in 1848, Stadion in- 
duced the Ruthenians, under the leadership of the Greek Catholic 
bishop Jachimowicz, to do the same. At Kremsier only the Czechs 
sympathized with the Ruthenians, while the Poles held the view 
that there were two dialects or two religions in Galicia, but never 
two nations. Palacky prophesied a future in which “the Ruthe- 
nians in the hands of the Austrian government will be the lever 
against Austria’s foes,” while Rieger warned that “if the Ruthe- 
nians did not find support in Austria, they would know where to 
turn, at the cost not only of the Poles, not only of Austria, but 
of liberty also.” Nevertheless, the demand for the partitioning of 
Galicia did not win a majority (with the Czechs abstaining from 


voting). 


The subsequent Austrian administrations forgot about the © 


Ruthenians. They belonged to the Polish sphere of interest. Only 
when Bjérnstjerne Bjérnson appealed in 1906 for a Ukrainian 
university at Lwow, or when a Ukrainian student shot a Polish 
governor, was the world informed that there was a Ukrainian 
problem in Galicia. There was a single Polish leader, the socialist 
Ignace Daszinski, who foresaw the injurious consequences of Po- 
lish imperialism for the Poles themselves. 


The Social Problem 


If such a dark picture is revealed in the national problem, can 
we discover brighter shades by turning to the social problem? 
Although the empire was an anachronism in so far as its consti- 
tutional frame failed to correspond to its national structure, at 
least the Austrian half of the empire was a modern state rivaling 
any other European state with regard to social legislation. 

The conservative Hohenwarth-Schaffle cabinet of 1871—an in- 
terval in the liberal regime—was the first to emphasize social 
legislation. While the liberal minister Giskra coined the famous 
slogan proclaiming that “‘the social question ends at Bodenbach’”’ 
(the frontier station between Austria and Germany), and identi- 
fied universal suffrage with mob rule, Schaffle urged extension of 
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the franchise. He stopped the persecutions of labor which had 
been prevalent under the liberal cabinets, and the liberal laws 
guaranteeing liberty of association and assembly (1868) and the 
right of free coalition (1870) thus became applicable to labor too. 
The Austrian labor movement got its start at that time. Only a 
decade later both Bismarck and Taaffe embarked upon social 
r policy, the latter continuing the conservative line of Hohenwarth- 
Schaffle of which the emperor himself was the real initiator. 
Francis Joseph proclaimed in his speech from the throne in 1891 
that ‘the Austrian Parliament for six years has successfully taken 
the lead over all civilized states, with only the partial exception of 
Switzerland, with regard to social legislation.” Viktor Adler con- 
firmed this opinion when he declared before the International 
Socialist Congress at Brussels in 1891 that “Austria has, outside 
of England and Switzerland, the best social legislation in the 
world.” 

Austrian social legislation was not merely an achievement of 
liberalism or an imitation of German legislation, but was pri- 
marily due to the Austrian social tradition. German legislation 
» particularly influenced the Austro-German liberals, who resented 
the Bach regime as of their own flesh but admired Bismarck who, 
although originally an antagonist, was now an imitator of Bach. 
In Germany, after Sadowa, the liberals allied themselves with Bis- 
marck, whom they had previously hated but now worshiped as 
their hero. The underlying basis for this alliance was the eco- 
| nomic legislation of the North German Federation, abandoning 
t the legal rate of interest in favor of “‘usury liberty.” The Austrian 
liberal regime in 1868 adopted the same law, but very soon this 
liberty was again restricted (by Galicia and Bukovina in 1877, 
Germany in 1880, Austria in 1881, Hungary in 1883). Thus the 
1 most uniform type of liberal legislation continued in central Eu- 
$ rope for only one decade, while the parallel agrarian liberalism 
; established in Austria by the abolition of the traditional peasant 
. inheritance law and the introduction in 1868 of free divisibility 
f of peasant real estate was restored in 1889. 
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Both the Austrian tradition and the German influence char- ( 
acterize Austrian legislation from 1867 to 1918. There was indeed ) 
similar legislation in Austria and Germany in many fields: the : 
Kulturkampf laws aimed against Catholicism, the exceptional laws 
against socialists and anarchists, the laws for and against usury, 
the social insurance and other legislation dealing with social pol- 
icy. In some of these fields the Germany of Bismarck exerted an 
obvious influence on Austria, but there are very characteristic 
differences. 

For example, though Austria, like Germany, had interconfes- 
sional legislation, enacted by liberal governments between 1867 
and 1874, there was no real Kulturkampf as in Germany from 1871 
to 1887. In Austria when Bishop Francis Joseph Rudigier of Linz 
was sentenced in 1869 to fourteen days in jail, the emperor imme- 
diately amnestied him. The same difference is demonstrated in 
the corresponding laws against revolutionary propaganda. The 
German law was really directed against labor, destroying the trade 
unions, declaring strikes illegal and forcing the Social Democratic 
party to transfer its headquarters to Switzerland. In Austria the 
anarchist law of 1886 did not discriminate against trade unions or 
strikes, and the Social Democratic party was founded in 1888 
with the moral assistance of the government, while the law was t 
still in effect. Thus although Taaffe copied Bismarck’s excep- a 
tional law, he mitigated its application, as the emperor himself 
mitigated the application of the laws against the church. That Cc 
was the typical Austrian method of settling things. While in vi 
Austria the anarchist law was enacted for only a two-year period kc 
(1886-88) to be renewed only by governmental decree, and finally Oo 
lapsed in 1891, in Germany the socialist law was strictly enforced A 
for twelve years and abandoned only when William 1 dismissed 1 
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Bismarck. 

The culmination of Francis Joseph’s personal influence upon 
politics was the introduction in 1907 of universal suffrage, com- R 
pleting the democratization of Austria and covering a total of 
25 million inhabitants, of whom 5.767 million or 23 percent were hz 
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r- qualified to vote.’® In principle all further steps in social legisla- 
d tion were now possible, although the crown still had the decisive 
e word and there was as yet no parliamentary government in the 
1S strict sense. Hohenwarth-Schaffle had originally launched the idea 
y, of universal suffrage in 1870, after Bismarck had carried it 
l- through in 1867 in the North German Federation. Schaffle’s idea 
was revived by Emil Steinbach, one of Francis Joseph’s last inti- 
c mate advisers. The social legislation of Taaffe was intended as the 
basis for democratization by universal suffrage, and he fell, after 
- fourteen years of service, when he failed to accomplish the first 
7 step of this task. The Badeni cabinet in 1896 took this step by 
l adding the fifth curia of universal suffrage to the four others of 
class franchise. In 1905-06 the idea of universal suffrage was also 
launched in Hungary by the Fejérvary cabinet, but there the idea 
was defeated by the resistance of the gentry. In Austria the Beck 
cabinet finally succeeded in carrying through this reform, but 
only because it was directly supported by the emperor, “the true 
creator of universal suffrage in Austria,” as Redlich calls him, 
and therefore, we may add, the creator of the groundwork upon 
which the democratic republic of Austria could later be built. 
The most important manifestation of the Austrian democratic 
tradition is the municipal law of 1849, which provided municipal 
- autonomy for the entire empire, originally including Hungary as 
f well. In 1910 there were, even without Hungary, 28,751 local 
} communities of Austro-Germans, Czechs, Poles, Ruthenians, Slo- 
1 venes, Serbo-Croats, Rumanians, Italians and Ladins, where 
| local self-government existed. While in most European countries 
only urban municipalities were granted municipal autonomy, the 
| Austrian law covered both urban and rural communities, and was 
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10 Actual voters were 4.625 million, or 80.2 percent of those qualified. They were: 

Germans 1.739 million, Czechs 1.094, Poles 0.672, Ruthenians 0.531, Slovenes 0.170, 
Serbs 0.011, Croats 0.082, Italians 0.115, Rumanians 0.055, Zionists 0.031. The last 
election of 1911 resulted in 516 seats (233 Germans, 107 Czechs, 79 Poles, 32 
Ruthenians, 24 Slovenes, 11 Croats, 2 Serbs, 19 Italians, 4 Rumanians, 5 Zionists). 
The Social Democratic parties of the Austro-Germans, Czechs, Poles, Ruthenians and 
Italians together had 87 seats (1.04 million votes), and the Christian Social Party 
had 73 seats (0.608 million votes). 
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applied to the smallest rural community as well as to the biggest 
city. Stadion, the creator of this municipal law, visualized an 
empire based upon municipal autonomy, urban and rural. He 
considered the community an entity “which may lawfully demand 
recognition and guarantee of existence and continuity by the 
state; it would be violation of the highest principles of law if the 
state should force it to abandon its individual existence.” Bach 
too spoke of an Austria based on the community, with the em- 
peror as “the supreme mayor of all mayors.” 

The idea of municipal autonomy was conceived by imperial 
absolutism but originated in much older democratic traditions. 
It became the real school of politics for all Austrian nations, par- 
ticularly for the peasantry and labor. The growth of organized 
peasantry during seventy years and the important share the peas- 
ant movements had in organizing the Succession States are pri- 
marily due to this spirit of municipal democracy which Austrian 
conservatism fostered. The great peasant leaders Jodok Fink in 
Austria, Svehla in Czechoslovakia, Szabé-Nagyatad in Hungary, 
Witos in Poland and Radi¢ in Yugoslavia were its final products. 
It was also this municipal law that was responsible for making 
Vienna, first under Mayor Karl Lueger and later under the labor 
administration, the city of large-scale reforms, and its mayor not 
one politician among many others, but one of the leading states- 
men of the country. Vienna became the model for other Austrian 
towns under comparable administration, black or red. The mu- 
nicipal autonomy of Vienna, based upon a principle applied alike 
to every rural community, was for a period of fifty years the most 
advanced charter of any European capital. True, this autonomy 
of prewar Vienna did not imply universal suffrage, but included 
the three-class electoral system. But most other European coun- s 
tries also had this combination of a progressive and a reactionary t 
franchise. Universal suffrage in the Austrian Reichsrat was crippled t 
by the class franchise in Hungary, in nineteen other diets and in t 
all municipalities. But considering the balance as a whole and f 
comparing it with that of all other European states, we are justi- a 
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st fied in saying that not only social legislation, but also democratiza- 
in tion by universal suffrage, legislative federalism and municipal 
le autonomy together made Austria before 1914 as good a consti- 
id tutional, social and democratic country as any in Europe at that 
e time. 

e This analysis of the national and social problems of the age 
h of Francis Joseph shows again guilt and virtue clearly divided. 
1- The same Austria which, because of her unsolved national prob- 

lem, became Europe’s danger spot was an equal member in the 
i] European community as far as the solution of the social problem 
. in the Austrian part of the empire was concerned. It was largely 
f- Francis Joseph’s own guilt that the national problem remained 
d unsolved, and his virtue that the social problem was solved. Never- 
;- theless, the final judgment of history does not look at this balance 
i. sheet but only at the failure which nullified the achievement, and 
n is therefore without pity: the dynasty itself threw away the em- 
2 pire. Neither the autocracy of the youth of 18 nor the wavering 
1 constitutionalism of the man of 37 proved adequate to the com- 
’ plexity of a modern empire. When, after thirty years of struggle 
4 and contradiction, Francis Joseph finally attained the political 
r maturity manifest in his third era, it was too late: the fate of the 
t empire had long since been sealed. 


; Between Two World Wars 


Under universal suffrage two mass parties emerged—the Chris- 
tian Social party representing the right wing and the Social Demo- 
cratic party the left wing of Austrian tradition. They brought into 
Austria new ideologies—Neo-Scholasticism and Marxism. As long 
as the monarchy existed these ideologies were under conservative 
supervision: only later did they lose moderation. Nevertheless, 
the democratic republic continued the revolutionary and liberal 
traditions of Joseph, just as the authoritarian state later revived 
the tradition of Metternich, Bach and Taaffe. Two new social 
factors, organized labor and organized peasantry, became more 
and more the real strength of the mass parties, in spite of their 
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ideologies. While the conservatism of the peasantry was ideologi- 
cally connected with the right wing of tradition, although the 
peasants owed their emancipation to Joseph and revolution, the 
progressivism of labor was bound ideologically to the left wing 
of tradition, despite the historic precedents in the social legisla- 
tion of the constitutional monarchy. It was an achievement of 
Francis Joseph in his third era that he found his way beyond 
Francis and Joseph to the road on which Leopold preceded and 
Stadion accompanied him. But it was his limitation that he 
arrived at this goal thirty years too late. We may imagine what 
Austria might have achieved if Leopold had been able to con- 
tinue his work, or if Francis and Metternich had been able to 
understand it fully, or if Francis Joseph had understood it thirty 
years earlier. 

There is no doubt that the problems which beset both the 
democratic and authoritarian administrations in Austria between 
the two world wars were essentially a continuation of prewar 
problems. Wherever we consider the Austrian problem between 
1918 and 1938, we find the old question of the two Austrian tra- 
ditions, hybridized by Marxism and Neo-Scholasticism. The two 
main parties ruling the country were still the same, and their 
leaders were of prewar stock. Besides, both of the Austrian mass 
parties had been fashioned in the Austrian renaissance of prewar 
years. Both had their programs for a Greater Austria, which in- 
fluenced conservatives and progressives alike in the other Austrian 
nations. When Emperor Charles named his last cabinet (Lam- 
masch, Seipel and Redlich), these ideas were just as alive as in 
Viktor Adler’s last speech in the Austrian parliament in 1918, 
where he set as the primary goal for German-Austria the shaping 
of a free confederacy of nations with the neighboring peoples, 
with the Anschluss to be considered only “if the others refuse or 
put conditions which do not correspond with the requirements of 
the German-Austrian people.” In that case, he said, “the German- 
Austrian state, by itself no economic unity with any future ahead, 
would be forced to join Germany as a particular federal state.” 
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a i- The tendencies of the socialization legislation of Bauer, the 
he social policy of Hanusch and the municipal policy of Breitner in 
he the postwar Austrian republic show this continuity clearly enough. 
1g The tradition of Taaffe, Steinbach and Lueger cannot be elim- 
a- inated from this picture. Ideas which were promoted in vain by 
of prewar governments were first brought to realization by the war 
id economy under military control. When the Taaffe cabinet pro- 
id posed labor boards and labor committees, parliament refused. 
1€ Now, the military administration created labor committees in 
at military factories (Beschwerdekommissionen, 1917) which later 
1- became the model for the postwar labor committees (Betriebsrate). 


Of paramount importance was the protection of tenants (Mieter- 
schutz), decreed during the war but remaining to the end of 
Austria one of the fundamentals in her politics. The social legis- 
e lation of the republic in 1919 was complete, with laws concerning 
a socialization, labor committees, peasant resettlement, expropria- 
r 
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tion of castles for public health establishments, socialization pro- 
cedure, establishment of socialized enterprises, labor vacations, 
, the eight-hour workday, labor boards and collective agreements, 
, and unemployment insurance. After the enactment of this social 
J legislation, compressed into a period of a few months, the moral 
; strength of the coalition government of the two big parties was 
j exhausted. By 1920 the coalition government had given way to a 
proportional government, which enacted the federal constitution, 
' and it in turn was succeeded by bourgeois governments and finally, 
in 1922, by the government of Seipel. 

, It is impossible for an active contemporary to escape a some- 
what personal bias in judging these events and their final conse- 
quences. There were in fact two partners in the Austrian republic 
committing “original sins.” Personally I have never hesitated to 
attribute the primary guilt to political Catholicism (from Seipel 
through Dollfuss to Schuschnigg), while Marxism, in both right 
and left wings, was only its reflection. Seipel has been the symbol 
of the fateful interference of Neo-Scholasticism with democracy 
and as such most responsible for the deadlock in Austrian policy 
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as well as for the new turn of events in Germany, where Papen 
followed his recipe. This became even clearer when Hitler came 
to power in Germany and Dollfuss copied him in Austria, when 
Dollfuss was killed and his policies continued by Schuschnigg, 
when Schuschnigg succumbed and Hitler triumphed in Austria 
too. By this I mean to imply only that the type exemplified in 
Seipel may be the key to postwar European history, not Austrian 
history alone. 

In contrast Otto Bauer, the leader of the opposition— “the man 
with the two left hands” as Seipel ridiculed him—was the very 
symbol of labor. The constructive ingenuity of labor was pre- 
vented from sharing governmental responsibility for more than 
ten years by the Catholic opponent, who had the longer tradition 
of government as well as the actual power, but who lacked the 
constructive spirit without which governmental efforts are bound 
to fail. It does not alter this picture to add that the Social Demo- 
cratic leaders themselves had voluntarily thrown away their gov- 
ernmental power by abandoning the coalition with the Christian 
Social party which had been the very basis of the Austrian repub- 
lic during the first critical years. Peasant leaders like Jodok Fink 
in Vorarlberg, although of Catholic stock, were deeply convinced 
of the necessity of socializing big business. Seipel too was orig- 
inally impressed with this necessity. The later turn from left to 
right of both Seipel and Catholicism is one of the strangest phe- 
nomena of postwar history, but is perhaps the key to a compre- 
hension of the suicidal deed of Dollfuss, courageous but blind, 
who still stood against Marxism when he was killed by the Nazis. 
To understand fully the rise and fall of Austrian labor it is 
necessary first to understand Austrian conservatism with its guilt 
and virtue, its historic rise and final decadence, its period of 
achievement and the eventual throwing away of its great tradition 
by the epigoni—whose noblest, most faithful and most innocent 
representative, Schuschnigg, now pays the heaviest toll of all. 

Marxism and Catholicism together liquidated the constitu- 
tional monarchy. It may be questioned whether Austria could, 
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n alone, have preserved her constitutional tradition in central Eu- 
le rope after she herself had violated her historic structure and for 
more than a generation combined her fate with that of Bis- 
marck’s Germany. But in looking back at the social history of 
prewar and postwar Austria we can hardly understand today why 
social continuity should have been possible only on the basis of 
political discontinuity. Obviously the achievements of 1919-20 
could have been brought about by other means less like a boomer- 
ang in their effects. Probably a clear decision of political Catholi- 
cism in favor of the democratic monarchy in the fall of 1918 would 
have forced labor either to join in this set-up and cooperate sin- 
cerely with the majority or to submit to communism, which would 
finally have been liquidated in Vienna as it was in Budapest and 
Munich. The decision lay in the hands of a half dozen people 
whose intellectual center was Seipel. As the Austro-Marxists be- 
lieved they must follow the German path, the Catholics believed 
they must accommodate themselves to the proletariat. Seipel’s 
| leftist ideology, his belief in democratization and socialization, 
facilitated his decision for the republic. Nevertheless the decision 
was based less on real conviction than on accommodation to accom- 
plished facts and to force majeure. Seipel never forgave himself 
this weakness in the fateful hour, and this explains psychologi- 
cally his later turn to the right. 

If Seipel had in his last years visualized the constructive possi- 
bilities of a coalition between “black” and “red” instead of one 
with National Socialists and Fascists, labor could not have re- 
jected a serious invitation to cooperate with Catholicism. The 
same situation arose later: if Dollfuss and Schuschnigg had really 
wanted constructive cooperation with organized labor within the 
corporative state, there would have been no attempt at a more 
or less illusory underground movement and the valuable energies 
which struggled against each other would have been released for 
the struggle against the common foe. Labor’s failure to cooperate 
in all three instances was only the consequence of the disappoint- 
ing policy of Catholicism, which for more than ten years had been 
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the policy of Seipel and his immediate pupils. We can with justice 
assign “guilt” and “virtue” only if we are aware that Catholicism 
was the heir of a glorious tradition, fitted by long experience and 
deep instincts for the function of governing the country, while 
organized labor was the heroic revolt of two defamed groups, the 
proletariat and the Jews. 

There is no doubt that Austria could have been saved in 1918, 
in 1933 and even in 1938 if the adherents and opponents of the 
government—whether constitutional monarchy, democratic re- 
public or authoritarian state—had been aware of their common 
ideal of “government by law.” If they had anticipated into what 
hands they were playing by their bitter struggles with one another, 
their internal differences would have seemed to them really ri- 
diculous. 

Unfortunately the fate of Austria was not unique. It has now 
been inflicted upon most European nations by the same force 
representing the logic of Prussianism but labeled by an hysteric 
of Austrian descent, whose psychology reflects in many guises 
the Austrian experiences of his youth. Thus in a special sense post- 
war Austria was destroyed by its unsolved prewar problems: not 
only because the guilt of the fathers is avenged on the sons, but 
because this guilt was irrationally reflected in the mad mind of a 
would-be world ruler. Hitler hailed the death of Francis Ferdi- 
nand in 1914 because he believed the Archduke symbolized the 
Slavifying policy of Austria. But the truth is that the heir to the 
empire fell after half a century of errors committed by his uncle 
in following the lead of Germany—a path which, in spite of the 
war, the empire stubbornly continued to follow to the very end. 
Now, because Francis Ferdinand is said to have Slavified Austria, 
Hitler the avenger punishes Europe. But obviously he is able to 
do this because both prewar Germany and Austria had cultivated 
the virus which now poisons Europe. Thus National Socialism 
is the product of both the Prussian tradition, from Frederick 1 
through Bismarck to Hitler, and of that Austrian tradition whose 
“original sins” were the partition of Poland, the Austro-Hunga- 
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ce rian compromise and the “little war” against Serbia which re- 
m sulted overnight in the World War. 
1d The very fact that the Austrian problem was the historic occa- 
le sion for both the first and the second world wars justifies atten- 
1e tion to its substratum. As the first World War began with the shots 

at Sarajevo which were a result of the unsolved national problem 
8, of Austria, so the second World War began when Austria suc- 
1e cumbed to Hitler, again because of the unsolved social problem 
e- of the authoritarian regime. Francis Joseph and Hitler are the 
n two Austrians who bear the symbolic responsibility. Hitler is 
it Francis Joseph’s guilt. But the present European orbit, shaped ° 
r, more and more in the image of Hitler, reveals again Austria’s 
i- virtue, her achievements as a great power in four hundred years 


of European history: a symbiosis of nations and a civilization of 
her own. “It was no Heaven on Earth—but it was less a Hell on 
Earth than most of Europe is today,” as F. A. Voigt wrote in 1938. 
As contrasted with Hitler’s Europe of today, the very incomplete 
solution of the national problem by prewar Austria represents 
: the memory of a golden age. Greater Austria, the imperial mon- 
archy imbued with Germanizing tendencies, is dead, but the idea 
of federal and regional cooperation of the smaller southeastern 
1 European nations, living between the two imperialisms of Ger- 
many and Russia, is still very real. Thus the “virtues” of Austria, 
after she has atoned for her “guilts,” may again become of para- 
mount importance when, after Hitler, we shall begin the recon- 
struction of Europe. 
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SHOTWELL, JAMES T. The History of History, Volume 1. [Revised 
edition of An Introduction to the History of History.] New York: 
Columbia University Press. 1939. 407 pp. $3.75. 

There are two ways in which one may attempt to elucidate the 
meaning of history. One may engage in a quest for the causes of his- 
torical phenomena as such, that is, in a philosophy of history. Or one 
may raise the more elementary question of how it came to pass that a 
certain type of phenomena is looked upon as “historical,” in other 
words, is designated by a term which originally designated not phe- 
nomena but a human attitude toward them, a certain type of inquiry. 
The title of Professor Shotwell’s book suggests that he has recognized 
the urgency of the elementary and therefore truly philosophic ques- 
tion. And the book itself bears out this impression to a considerable 
extent. 

The present volume is devoted to the development of history from 
prehistoric times up to Augustine’s City of God. The point of view 
from which the author discusses this development is that of nineteenth 
and twentieth century scientific history. “This scientific history” of our 
time, he says, “impartial, almost unhuman in its cold impartiality,” 
serves no other purpose than “‘to fulfill the imperative demand of the 
scientific spirit—to find the truth and set it forth” (p. 11). The main 
thesis of the volume is that history in the proper sense of the word 
began with the Greeks (p. 8); for them history “was but another name 
for . . . science, critical analysis” (p. 20), and among them emerged 
what Voltaire called l’esprit de discussion et de critique, whereas the 
outlook of the Babylonians, Assyrians, Egyptians, Jews and Christians 
was determined by forces which block the path of scientific inquiry. 
The author’s tendency expresses itself most clearly in his remark 
(which, as matters stand, sounds like a prayer rather than a statement 
of fact) that Lucretius’ On the Nature of Things “is a poem for the 
twentieth century” (p. 266). 

Whether or not one share Professor Shotwell’s views and sympathies, 
one cannot accuse him of being blind to what he must consider the 
shortcomings of the classical historians. No useful purpose would be 
served by a summary of his critical remarks which, be it said, are 
never irrelevant to the main issue as stated by him from the outset. 
Only one question must be raised. He judges the classical historians 
with reference to the demand of the modern scientific spirit “to find 
the truth and set it forth.” There can be no doubt that the writers 
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concerned were interested in finding the truth. But to what extent 
were they interested in telling it, or able to tell it, without reserve? 
ed If I am not greatly mistaken, it is only by answering that question, 
k: which up to now has never, to my knowledge, been publicly discussed, 
that we shall be able to understand the relation, repeatedly emphasized 
by Shotwell, between classical history and classical poetry and rhetoric. 
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. KIERKEGAARD, SOREN. Philosophical Fragments or a Fragment of 
“ Philosophy. [Translated from the Danish, with introduction and notes, 
.. by David F. Swenson.] Princeton: Princeton University Press, for 


y. American Scandinavian Foundation. 1936. 105 pp. $2. 

d Professor Swenson may be said to have introduced Kierkegaard to 
; the English speaking world, and he is to be praised for having chosen 
e this particular work, which in his preface he rightly describes as a con- 
cise outline of Kierkegaard’s existential philosophy. Since the publica- 
tion of this volume there have appeared several other studies and trans- 
lations of Kierkegaard, and the interest manifested in him may well 
prove of considerable importance for the development of American 
philosophical and theological ideas. 

To be sure, it is possible that in the United States the introduction 
> of this philosopher will not prove to be such a landmark in the his- 
tory of ideas as it was in Germany and France. In Europe the effect 
of Kierkegaard’s thought was due to his radical opposition to all 
philosophical abstractions and especially to the dehumanizing trends 
| in the hybrid majesty of the Hegelian system. This philosophical radi- 
calism involves a critical analysis of the social situation of the modern 
world. Kierkegaard’s analysis points out the tendency of the rapid 
rationalization and institutionalization of social life to destroy the 
immediate spontaneity of human being. Professor Swenson has stressed 
the crucial significance of the problems of personality and existence 
in Kierkegaard’s thought. He has rightly emphasized that Kierke- 
gaard’s idea of subjective truth, which may be defined as ideality in 
reality, is by no means an expression of what is called irrationalism 
but is rather a concern for the actuality and the actualization of values 
and ideas. As a man of genius Kierkegaard was capable of thoroughly 
experiencing the tragedy of the mind and of the spirit in the ghostly 
world of abstract and dehumanizing social relationships. Intellectually 
he was conscious of the place of the Divine, the blessings of spiritual 
peace and the intellectual freedom of the believer, but he had lost the 
content of these spiritual values. His underlying despair, however, 
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had a negative and a positive aspect. The negative pole was nihilism, 
the positive one was consciousness. It was this trend in Kierkegaard’s 
thinking which gave him his pervasive influence in German and 
French philosophical thought. Kierkegaard’s, like Nietzsche’s, philos- 
ophy became the expression of a disintegrating world. 

In the United States conditions similarly conducive to a welcome 
of Kierkegaard are not so deep-rooted, but there are other reasons 
why his influence may be felt in this country: there are aspects of his 
thinking which may powerfully stimulate new trends in the develop- 
ment of American pragmatism. The French philosopher Jean Wahl, 
in his outstanding Etudes Kierkegaardiennes (Paris 1938, p. 429), has 
suggested that Kierkegaard’s close relationship to certain of the basic 
ideas of William James should be carefully examined. The meeting of 
these two types of thought, pragmatism and existential philosophy, 
may bring about and promote an awareness of the immanent ontologi- 
cal trends in the philosophy of William James. It is for this reason 
that I believe that the introduction of the philosophy of existence will 
contribute to the development of American philosophy. 

ALBERT SALOMON 
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KONIG, EMANUEL. Die Sozialpolitik in Palistina mit besonderer 
Beriichsichtigung des gewerblichen Arbeiterschutzes. Zurich: Poly- 
graphischer Verlag. 1939. 279 pp. 9 fr. 


One of the positive outcomes of the last world war was the creation 
of a national home for the Jewish people in Palestine. This new home 
has become the principal refuge for Europe’s persecuted Jews, some 
450,000 having emigrated there since 1919. The foremost requirement 
for such mass absorption and economic assimilation of elements of 
widely different social origin was an advanced social policy. The book 
under review, a thesis for a doctor’s degree at the University of 
Zurich, analyzes Palestine’s social policy for the first time since the 
ancient Holy Land became a modern colonial country. The author, 
a citizen of Eretz Yisrael and versed in its languages, was able to base 
his study on the original Hebrew literature and official sources of the 
British mandatory power. He has limited his study of social problems 
to questions of reciprocal relations between industrial wage-earners 
and enterprises. Rural workers could not be included because of the 
complexity of Palestinian agriculture. 

Before describing the forms and objectives of labor protection, the 
author has presented a historic survey of the legal, economic and 
social factors in Palestine and explained why both state and non- 
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‘ governmental organizations are responsible bearers of her social 
policy. Without relating in detail the many measures favoring Pales- 
tinian industrial workers, here is a brief exposition of what K6nig 
calls the “active elements” accomplishing those measures. First is the 
British administration, which regulates wages, for example, by means 
of legislation and also as an employer. Second, the private political 
and economic bodies, officially recognized but autonomous, which are 
of special importance for the Jewish working class: for instance, the 
Zionist Organization and its legal successor, the Jewish Agency, both 
of them political organs of world Jewry. Third is the Jewish National 
Council, the self-governing body of the Jewish community in Pales- 
tine. All three are interested in the broader problem of the social 
welfare of Palestinian Jews. For the special problem of Jewish labor 
there are also professional corporations and economic cooperatives: 
the General Federation of Labor and its trade unions, representing 
80 percent of Jewish labor, and workers’ religious societies. 

Three-fourths of the monograph is devoted to a systematic examina- 
tion of various social-political measures—action regarding labor dis- 
putes and collective tariff agreements, regulation of working hours, 
labor of children and women, fair wages, housing, insurance, the labor 
market and unemployment. 

Practical measures favoring Palestine’s labor situation must be con- 
sidered not only from the point of view of the Jewish laboring class, 
one of the main pillars of a thoroughly new Jewish society in Pales- 
tine. The problem of colonization and industrialization in this most 
delicate mandate territory is further complicated by the existence of 
a native Arabian working class, still in primitive social and economic 
conditions. Social policy in Palestine therefore has a twofold aim: to 
prevent immigrant newcomers with a European standard of living 
from sinking to a lower rank, and to raise the average level of Arabian 
workers, thus eliminating the tension between Jewish and Arabian 
laborers and forming a homogeneous Palestinian wage-worker class. 
A reallocation of the social tasks between the government and self- 
help groups was necessary because of the national contrasts between 
two socially and economically heterogeneous people, and also because 
of the incompatibility of the rather radical Zionist movement with 
the conservatism of English colonization policy. The remarkable con- 
certed activity has effected a progressive trend for the Arabian working 


class and sound working conditions for the Jewish immigrants. 
PAUL UCKER 


San Francisco 
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CooRDINATION OF ROAD AND RAIL TRANSPORT AND THE ORGANIZA- 
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LoAN TERMS AND THE RATE OF INTEREST FOR HOME FINANCING 
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THE GRADUATE FACULTY OF POLITICAL 
AND SOCIAL SCIENCE 


Summer Session 
July 7 to August 15, 1941 


The general object of the Summer Session is to present to the American 
student a program of study which is based on European methods and 


\ 

experience, but which deals with problems that are also of pressing . 
American importance. It is essentially an essay in the cross-fertilization 

of cultures. With a view to developing the most fruitful discussion, mem- I 
bers of the teaching staffs of American colleges and universities are invited 

to attend the courses and take part in the seminars without tuition fees. ( 

Worvp Economics Arthur Feiler 

INSTITUTIONALIZED CRIME: FROM GANG TO STATE Nino Levi 1 
PROBABILITIES IN ECONOMICS Jakob Marschak 

IBERO-AMERICA: LAND, PEOPLE AND INSTITUTIONS Fernando de los Rios , I 
THE UNITED STATES AND THE WAR Hans Simons 

THE PHILOSOPHY AND SOCIOLOGY OF KNOWLEDGE Leo Strauss ( 
MopvERN NATIONALISM Ernst Karl Winter 
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General Seminar: 

NATIONALISM AND INTERNATIONALISM IN OuR TIME F 

Dr. Paul Schreker will be a guest lecturer; the title of his course a 

is to be announced later. C 
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